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BANKING  SERVICES  IN  LOW-  AND 

MODERATE-INCOME  COMMUNITIES:  A 

TWO-TIERED  FINANCIAL  SERVICES  SYSTEM? 


THURSDAY,  APRIL  28,  1994 

House  of  Representatives, 
Subcommittee  on  Consumer  Credit  and  Insurance, 
Committee  on  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:06  a.m.,  in  room 
2128,  Rayburn  House  Office  Building,  Hon.  Joseph  P.  Kennedy 
[chairman  of  the  subcommittee]  presiding. 

Present:  Chairman  Kennedy,  Representatives  Roybal-Allard, 
Barrett,  Hinchey,  Fields,  Flake,  McCandless,  and  Pryce. 

Chairman  Kennedy,  The  subcommittee  will  please  come  to 
order. 

This  morning,  we  consider  one  of  the  most  significant  issues 
within  this  subcommittee's  jurisdiction:  Consumers  access  to  basic 
banking  services.  Such  access  is  an  important  and  absolute  neces- 
sity for  customers  to  save,  invest,  obtain  credit,  and  build  financial 
security.  Yet,  millions  of  Americans  cannot  find  affordable  checking 
and  deposit  services  in  the  communities  in  which  they  live.  Some 
consumers  do  not  even  have  a  checking  account  in  a  bank.  Without 
the  ability  to  simply  write  a  check  or  make  a  deposit,  these  families 
are,  in  effect,  locked  out  of  the  financial  system  that  the  rest  of  us 
take  for  granted,  and  locked  into  a  life  of  frustrating  poverty. 

A  number  of  lenders  have  made  serious  efforts  to  serve  under- 
served  markets  of  urban  and  rural  communities.  BayBank,  for  in- 
stance, has  opened  6  branches  and  30  ATM  machines  in  Boston's 
poor  neighborhoods,  and  now  offers  a  low-cost  checking  account 
that  even  welfare  recipients  can  afford.  BayBank  and  other  lenders 
are  aggressively  targeting  an  untapped  market.  They  are  finding 
that  tney  can  make  money  providing  these  services,  and  that  to- 
day's welfare  recipient  can  be  tomorrow's  credit  card  holder,  home 
buyer,  or  small  business  owner. 

Unfortunately,  these  lenders  are  still  the  exception  to  the  rule. 
Too  many  lenders  are  closing  branch  offices  rather  than  opening 
them,  and  raising  fees  rather  than  keeping  them  affordable.  The 
void  they  have  created  is  being  rapidly  filled  by  check  cashers  and 
other  unregulated  financial  institutions. 

In  New  York  State  alone,  the  check-cashing  industry  has  grown 
by  over  45  percent  in  the  last  12  years.  And  according  to  the  Fed- 
eral Reserve  Bank  of  Kansas  City,  from  1988  to  1991,  the  number 
of  check  cashers  grew  by  96  percent  in  Missouri,  195  percent  in 
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Greorgia,  and  293  percent  in  North  Carolina.  This  astonishing 
growth  has  occurred  overwhelmingly  in  poor  areas,  exactly  the 
places  that  the  federally  insured  lenders  have  abandoned.  Check 
cashers  are  taking  advantage  of  the  lack  of  competition  with  banks 
by  charging  sky-high  rates  for  their  services. 

A  recent  New  York  study  shows  that  a  consumer  earning  $17,000 
per  year  will  pay  a  check  casher  from  $200  to  $250  per  year  for 
checks  cashed  and  monies  ordered.  Those  same  services  would  cost 
$70  or  less  at  a  federally  regulated  bank.  Given  that  New  York  is 
only  1  of  11  States  that  sets  a  ceiling  on  what  can  be  charged  to 
cash  a  check,  the  check-cashing  industry  must  be  doing  even  oetter 
in  other  parts  of  the  Nation.  Although  the  industry  may  claim  that 
it  is  providing  a  convenient  service  to  consumers,  convenience 
comes  at  a  terribly  high  cost. 

This  industry  will  continue  to  reap  hu^e  profits  from  working 
people,  as  long  as  the  banks  and  thrifts  fail  to  serve  their  commu- 
nities. It  is  time  for  lenders  to  stop  bank-rolling  check  cashers  and 
start  competing  with  them.  Lenders  ask  for  and  receive  tremen- 
dous benefits  from  this  government,  such  as  deposit  insurance,  low- 
cost  money  from  the  Fed,  taxpayer  bailouts  when  the  insurance 
funds  go  bust,  and  soon  full  interstate  banking  and  branching 
powers. 

At  the  very  least  what  they  can  do  in  return  is  ensure  that  ordi- 
nary consumers  have  access  to  their  services.  No  one  is  asking 
them  to  lose  money.  They  will  receive  CRA  credit  for  their  efforts. 
The  bottom  line  is  that  everyone,  lenders  and  consumers  alike,  can 
benefit  from  solving  this  serious  problem. 

This  morning,  we  are  privileged  to  have  a  distinguished  group  of 
witnesses  with  us.  Representative  Torres  has  worked  for  years  on 
this  issue,  and  he  has  made  great  strides  in  trying  to  bring  afford- 
able banking  services  to  all  of  the  consumers  of'^our  Nation. 

Congressman  Cleo  Fields,  while  new  to  this  fight,  has  joined  it 
with  great  energy  and  intelligence.  We  look  forward  to  hearing 
from  Mr.  Fields,  who  has  done  yeoman's  work,  and  I  know  has 
worked  hard  on  this  issue  back  in  the  State  of  Louisiana  before  he 
joined  this  subcommittee.  So,  Cleo,  we  look  forward  to  hearing  your 
testimony,  and  I  look  forward  to  working  with  you  on  the  impor- 
tant legislation  that  you  have  proposed. 

Ri^ht  now,  I  would  like  to  recognize  Mr.  McCandless  for  any 
opening  remarks  he  might  have. 

Mr.  McCandless. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman. 

I  will  submit  my  statement  for  the  record  and  suggest  we  pro- 
ceed to  our  outstanding  guests. 

Chairman  Kennedy.  Thank  you  very  much. 

Chairman  Flake,  do  you  have  anythmg  to  say? 

Mr.  Flake.  Grood  morning,  Mr.  Chairman. 

I  ask  unanimous  consent  to  have  a  statement  placed  in  the 
record. 

Chairman  Kennedy.  Without  objection,  it  is  so  ordered. 

[The  prepared  statement  of  Hon.  Floyd  H.  Flake  can  be  found  in 
the  appendix.] 

Mr.  Flake.  Thank  you. 

Chairman  Kennedy.  Thank  you  very  much  for  joining  with  us. 


Mr.  Fields,  please  proceed  and  describe  your  legislation.  We  are 
looking  forward  to  your  testimony. 

STATEMENT  OF  HON.  CLEO  FIELDS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  LOUISIANA 

Mr.  Fields.  Mr.  Chairman,  I  would  like  to  thank  you  for  taking 
the  time  to  hold  this  subcommittee  hearing  to  examine  consumer 
access  to  basic  banking  services.  I  commend  you  for  your  continued 
work  in  this  issue  for  consumers  all  across  this  country. 

As  I  arrived  in  Congress  last  year,  I  heard  from  my  constituents 
that  check-cashing  centers  across  Louisiana  were  known  to  charge 
outrageous  rates  to  cash  a  government  check.  As  I  looked  further 
into  the  issue  of  government  check  cashing,  I  noted  that  check- 
cashing  outlets  were  quite  prevalent  across  the  country,  particu- 
larly in  low-income  urban  areas. 

One  of  my  constituents  has  documented  her  troubles  for  this  sub- 
committee today.  She  was  invited,  but  unable  to  attend  this  hear- 
ing, because  of  her  daily  responsibilities  she  has  for  her  son,  who 
has  cerebral  palsy.  She  is  a  34-year-old  Hispanic  woman  with  four 
children.  Her  son  receives  an  SSI  check  for  his  disability. 

On  occasion,  before  she  had  the  means  to  open  a  banking  ac- 
count, she  would  use  the  check-cashing  outlets  to  cash  her  son's 
government  checks.  During  this  time,  she  outlined  to  me  that  on 
manv  occasions  she  had  to  spend  as  much  as  $50  to  cash  a  $400 
check.  And  that  is  a  government  check,  Mr.  Chairman,  mind  you. 
I  do  not  know  about  you,  but  I  think  this  is  absurd. 

I  could  go  on  and  on,  but  this  lady  who  has  four  children  gave 
up  so  mucn  of  her  money  to  cash  a  government  check.  The  govern- 
ment gives  this  sum  of  money  to  her  son  for  a  disease.  This  money 
is  not  intended  to  be  used  as  a  profit  for  the  check-cashing  outlets 
across  this  country  or  a  bank,  for  that  matter.  It  is  to  assist  some- 
one in  need,  not  in  greed. 

As  you  look  further  into  most  communities,  check-cashing  outlets 
have  replaced  depository  institutions.  You  noted  closed  banks  and 
open  check-cashing  centers  all  across  the  country.  Several  of  the 
States  already  deem  it  necessary  to  provide  protection  to  consum- 
ers through  State  regulation  of  tne  check-cashing  industry. 

Mr.  Chairman,  this  industry  plays  a  large  role  in  our  citizens'  fi- 
nances. Check-cashing  outlets  are  estimated  to  cash  150  million 
checks  per  year.  The  face  value  of  these  checks  is  over  $45  billion. 
This  poses  a  serious  concern  nationwide  that  deserves  congres- 
sional attention,  in  my  eyes.  Therefore,  I  introduced  H.R.  1448,  the 
Check  Cashing  Act  of  1993. 

After  introducing  H.R.  1448,  I  began  working  with  the  two  sub- 
committees which  were  assigned  to  it.  In  working  with  my  col- 
league, Mr.  Towns,  chairman  of  the  House  Subcommittee  on 
Human  Resources  and  Intergovernmental  Relations,  I  have  come 
up  with  several  compromises  from  my  original  bill.  For  the  record, 
I  would  like  to  note  the  changes  that  are  in  this  bill  today.  Many 
of  them  are  in  line  with  the  National  Check  Cashers  Association 
standards. 

One  change  in  particular  is  the  oversight  of  the  check-cashing 
business  will  lie  with  the  States,  and  not  with  the  Federal  Grovern- 
ment.  That  is  a  significant  change,  Mr.  Chairman,  from  the  origi- 


nal  draft  of  the  legislation.  My  reasoning  behind  this  is  check- 
cashing  facilities  are  best  held  accountable  at  the  State  level,  since 
there  are  varying  levels  of  cost  and  volume  regionally. 

With  these  factors  in  play,  I  have  realized  that  the  national 
check  cashers  are  correct  in  their  assessment  of  this  industry. 
Under  Federal  direction.  States  should  work  to  ensure  the  equal 
and  responsible  treatment  of  consumers  who  choose  to  use  check- 
cashing  facilities.  It  is  not  my  intention,  Mr,  Chairman,  to  put  re- 
sponsible check  cashers  out  of  business.  However,  it  is  my  intention 
to  offer  consumers  more  options  when  cashing  their  government 
checks. 

This  can  be  done  by  defining  several  specific  minimum  require- 
ments that  States  must  include  in  order  to  ensure  that  consumers 
are  protected  from  **fly -by-night"  check-cashing  centers.  The  re- 
quirements I  have  agreed  to  include  identification  of  the  principal 
owners,  the  officers,  and  any  other  holder  of  a  greater  than  5  per- 
cent interest,  centralized  filing  of  registration  or  license,  bonding  or 
minimum  capital  requirements,  limitations  on  fees  charged,  posting 
of  fee  schedules,  issuance  of  receipts  that  reflect  the  amount  of  the 
check,  the  fee  charged,  the  date  of  the  transaction,  posting  of  the 
name  and  address  of  the  State  agency  charged  with  regulation  of 
the  business,  criminal  or  civil  penalties  for  violators  of  the  regu- 
latory program,  and  to  establish  criteria  for  refusal,  suspension,  or 
evocation  of  licenses. 

All  of  the  above  standards  for  a  State  program  will  allow  for 
States  to  make  the  decisions  as  to  if  a  fee  structure  is  needed  and 
to  what  detail  their  State  needs  regulation.  Under  the  new  provi- 
sions I  have  agreed  to,  the  Federal  Trade  Commission's  role  in  reg- 
ulating the  check-cashing  industry  would  be  substantially  reduced 
to  approve  each  of  the  State's  regulatory  programs. 

I  believe  the  changes  I  have  outlined  here  go  a  long  ways  toward 
improving  our  current  system.  But  we  not  only  need  to  assess  the 
check-cashing  industry  to  deal  with  this  problem.  We  also  need  to 
look  at  federally  insured  depository  institutions.  Well  over  half  of 
the  low-  and  moderate-income  citizens  in  this  country,  Mr.  Chair- 
man, do  not  have  bank  accounts.  This  accounts  for  20  percent  of 
our  Nation's  population. 

Today,  check-cashing  and  basic  banking  services  are  something 
we  need  in  this  country.  H.R.  1448  goes  further  to  require  federally 
insured  financial  institutions  to  cash  all  government  checks.  In 
doing  this,  it  is  my  hope  that  more  individuals  will  establish  rela- 
tionships with  financial  institutions. 

Many  depository  institutions  across  this  country  have  basic 
banking  services,  but  choose  not  to  market  these  accounts  to  the 
consumers  across  the  country.  It  is  important  that  we  work  toward 
education  and  bring  about  awareness  when  we  speak  about  basic 
banking  accounts.  After  all,  legislation  alone  cannot  forge  a  rela- 
tionship between  a  bank  and  a  consumer.  The  financial  institutions 
across  this  country  need  to  play  a  larger  role  in  educating  individ- 
uals on  basic  banking. 

In  closing,  I  emphasize  the  need  for  change  in  the  way  financial 
services  are  provided  to  the  low-  and  moderate-income  families  in 
this  country.  Today,  the  two-tiered  system  leaves  much  to  be  de- 


sired.  I  know  this  hearing  is  yet  another  step  in  the  progress  to- 
ward reaching  equahty  for  all  in  the  financial  community. 

Mr.  Chairman,  I  thank  you  for  this  opportunity  to  outline  H.R. 
1448,  and  I  look  forward  to  working  with  you  in  the  future  on  this 
very  important  issue. 

Chairman  Kennedy.  I  want  to  thank  you  very  much,  Mr.  Fields, 
for  your  testimony  and  for  the  hard  work.  I  know  that,  since  you 
first  arrived  here  in  the  Congress,  you  have  been  pushing  this  bill. 
I  am  p^lad  that  we  have  been  able  to  have  this  hearing  on  it  and 
other  issues  pertaining  to  basic  banking  services. 

I  want  to  ask  you  a  couple  of  questions.  First  of  all,  I  understand 
that  one  of  your  constituents  paid  $50  to  cash  a  $400  government 
check.  It  sounds  like  plain  old  price  gouging.  As  I  understand,  in 
general,  these  check-cashing  services  basically  write  off  less  than 
one-half  of  1  percent  of  the  checks  that  come  in.  Do  you  have  any 
information  about  what  their  bad  writeoffs  actually  are? 

Mr.  Fields.  It  is  right  at  about  1.5  percent,  the  intelligence  that 
we  received  from  the  National  Check  Cashers  Association,  as  well 
as  independent  research  we  have  been  able  to  conduct. 

Chairman  Kennedy.  Isn't  it  even  less  for  government  checks? 

Mr.  Fields.  Government  checks,  I  do  not  have  the  exact  figure 
for  government  checks,  but  it  is  less  than  that,  Mr.  Chairman,  be- 
cause government  checks,  for  the  most  part,  there  is  a  lot  of  talk 
about  fraud  and  abuse,  but,  as  a  matter  of  fact,  there  is  less  fraud 
and  abuse  in  government  checks  than  there  is  in  business  checks. 

Chairman  iSiNNEDY.  I  believe  the  New  York  study  showed  that 
it  was  about  one-half  of  1  percent  on  government  checks. 

Of  course,  Mr.  Fields,  the  problem  that  instantly  comes  up  with 
this  issue  is,  if  you  drive  through  parts  of  your  district  as  well  as 
parts  of  my  district,  particularly  the  minority  areas,  that  there  is 
a  lack  of  banks.  You  see,  though,  a  whole  plethora  of  check-cashing 
services  and  organizations. 

Now,  there  are  a  tremendous  number  of  check-cashing  services 
and  organizations,  which  we  potentially  may  have  to  regulate.  Do 
you  envision  a  situation  where  we  would  have  regulators  actually 
going  out  and  visiting  these  individual  organizations? 

How  would  you  see  the  regulatory  process  beginning  to  work  at 
the  local  level,  so  that  we  do  not  have  the  local  convenience  store 
that  is  also  a  check-cashing  service  going  out  and  gouging  consum- 
ers? Is  there  any  way  to  get  around  hiring  thousands  of  new  regu- 
lators to  go  out  and  check  every  convenience  store  in  every  poor 
district  in  America?  How  do  you  envision  dealing  with  this? 

Mr.  Fields.  The  way  I  envision  it,  Mr.  Chairman,  is  today  if  an 
individual  wishes  to  go  into  the  check-cashing  business  and  does 
not  wish  to  do  business  in  the  6  or  7  States  that  are  under  State 
regulation  today,  they  could  simply  go  into  business  and  not  have 
a  license  and  just  basically  do  business  in  a  State  without  any 
checks  and  balances  at  all.  They  do  not  even  have  to  give  a  person 
a  receipt  as  a  result  of  cashing  a  check. 

To  answer  your  question  more  precisely,  what  I  envision  under 
this  legislation  is  each  State  will  set  up  its  own  separate  rules  and 
regulations  as  to  how  they  will  regulate  their  check-cashing  outlets 
across  that  particular  State.  That  takes  the  Federal  Government 
out  of  it.  Right  now,  most  of  the  States,  through  the  Department 


of  Commerce  and  through  the  board  of  industry,  the  industry 
boards  and  commerce  boards  already  regulate  the  licensing  of  dif- 
ferent industries  within  that  particular  State.  So  that  would  be  an 
ordinary  process  for  whatever  governmental  agency  in  that  particu- 
lar State  to  conduct  those  types  of  checks  today. 

Chairman  Kennedy.  Can  you  describe  to  us,  in  any  of  those  six 
or  seven  States  where  they  are  actually  regulating  it,  what  kind  of 
services  the  States  actually  provide? 

Mr.  Fields.  Many  of  the  States  require  that  you  post  the 
amount,  first  of  all,  because  the  more  information  you  give  to  the 
consumer,  the  more  likelihood  the  consumer  will  not  be  ripped  off, 
so  to  speak.  The  first  thing  they  do  is  set  a  cap  in  terms  of  how 
much  one  can  charge  to  cash  a  check. 

Once  they  set  that  cap,  then  they  put  civil  and  criminal  pen- 
alties, if  that  check  casher  violates  that  statute  and  charges  more 
than  is  required  by  law.  Then  they  must  post  that  amount.  There- 
fore, when  a  consumer  walks  into  a  check-cashing  outlet,  he  or  she 
can  in  fact  see  how  much  they  are  legally  obligated  to  pay  in  terms 
of  the  face  value  of  the  check.  That  is  a  protection  for  the 
consumer,  as  well  as  regulating  the  person  who  cashs  the  check. 

Third,  I  would  assume  that  there  is  a  regulatory  check,  regular 
checks  by  the  independent  agency,  some  through  the  board  of  com- 
merce, some  through  the  department  of  licensing  and  appliances. 
Different  States  have  different  departments  who  go  out  and  check 
to  make  sure  that  these  instruments  are  in  fact  posted,  and  these 
individuals  are  in  fact  complying  with  the  law.  I  do  not  envision 
anything  different  from  what  is  taking  place  in  the  other  States, 
and  that  is  going  to  be  tailored  based  upon  each  State.  That  is  why 
we  did  not  want  to  do  it  from  a  Federal  perspective,  but  give  it  to 
the  locals  to  do  it. 

Chairman  Kennedy.  I  appreciate  the  obviously  well  thought- 
through  plan  that  you  have  developed  here,  Mr.  Fields.  We  look 
forward  to  working  with  you  to  see  if  we  can  get  some  legislation 
enacted  that  will  accomplish  the  goals  that  you  have  outlined. 

Thank  you  very  much  for  your  testimony. 

Mr,  McCandless. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman. 

In  your  statement,  Mr.  Fields,  you  referred  to  the  $50  to  cash  a 
$400  check,  prefacing  that  by  saying  that  the  person  was  asked  to 
give  up  as  much  as  $50  to  cash  a  $400  check.  Obviously,  that  is 
usury  in  the  full  sense  of  the  word,  in  my  opinion.  Did  you  check 
around  at  other  locations  to  see  what  this  $400  check  would  cost 
to  cash? 

Mr.  Fields.  Some  charge  3  percent,  some  charge  5  percent,  some 
charge  7  percent,  and  those  are  the  checks  that  we  made  within 
the  State  of  Louisiana.  There  are  other  check  cashers  across  the 
country  that  charge  in  fact  more  than  that. 

Mr.  McCandless.  So  if  we  are  talking  about  a  3-percent  charge, 
if  my  math  is  right,  we  are  saying  that  it  would  be  $12  to  cash  a 
$400  check? 

Mr.  Fields.  Exactly. 

Mr.  McCandless.  Would  you  say  that  would  be  the  normal  run 
of  the  mill  type  of  check-cashing  activity? 


Mr.  Fields.  For  those  that  do  not  take  advantage  of  the  consum- 
ers and  charge  them  $50,  15  percent,  some  even  charge  as  much 
as  20  percent  in  some  parts  of  the  country. 

Mr.  McCandless.  I  keep  coming  back  to  something  here.  Having 
my  financial  institution  on  the  other  side  of  the  United  States,  I 
deposit  my  check  here  and  the  other  activities  that  I  am  involved 
in  by  mail. 

We  went  through  this  before  in  the  102nd  Congress,  when  Chair- 
man Torres  was  the  subcommittee  chairman,  and  I  find  it  kind  of 
interesting,  because  in  my  checking  around,  many  of  the  institu- 
tions will  offer  what  we  call  lifeline  accounts  with  the  maintenance 
of  $100,  which  means  then  that  the  individual  who  applies  for  and 
gets  one  of  these  accounts  is  entitled  to  write  checks.  Conversely, 
if  it  is  inconvenient  for  the  individual,  because  of  distance  and  loca- 
tion, the  individual  can  simply  mail  in  a  deposit  with  the  check  and 
have  that  then  as  a  part  of  the  outstanding  balance  of  that  account, 
upon  which  the  individual  can  draw. 

It  would  appear  to  me  that  this  is  even  a  better  answer,  because 
once  we  have  established  a  check  being  cashed,  then  we  do  not 
have  to  go  buy  money  orders  or  some  other  financial  instrument  to 
pav  for  the  gas  bill,  the  electric  bill,  and  whatever  else  may  be  in- 
volved, upon  which  then  there  is  a  further  charge. 

So  when  we  talk  about  a  lifeline  account,  that  institution  is  going 
to  have  $100  of  mv  money  all  the  time.  Think  in  terms  of  what  it 
costs  to  pay  the  bills  each  month,  if  you  are  doing  it  in  the  manner 
in  which  I  have  outlined,  and  that  $100  becomes  very  nominal  over 
a  period  of  time,  even  less  of  a  problem,  and  you  have  then  the 
ability  to  simply  write  checks  and  mail  in  your  bills.  Would  that 
not  actually  be  a  better  way  of  handling  these  things  financially? 

Mr.  Fields.  As  vou  know,  Mr.  McCandless,  this  bill  deals  with 
not  only  check  cashing,  but  it  also  deals  with  basic  banking.  That, 
certainly,  will  be  a  part  of  the  basic  banking  argument,  but  in 
terms  of  the  check-cashing  argument,  it  would  not  in  my  opinion 
satisfy  it,  and  let  me  tell  you  why. 

In  my  opinion,  if  one  wishes  to  gain  access  to  cash,  be  he  a  vet- 
eran who  served  in  the  wars  of  this  country,  and  he  wishes  to  go 
to  the  bank  and  cash  his  government  check  and  the  bank  says  you 
cannot  cash  a  government  check  because  you  do  not  have  an  ac- 
count here,  so  they  go  to  the  check-cashing  outlet  and  then  they 
are  charged  15  or  20  percent.  This  person  just  wants  access  to  his 
or  her  cash.  So  it  would  not  resolve  that  problem,  but  it  would  cer- 
tainly be  better  than  what  it  is  today,  but  it  would  still  leave  a 
large  gap  for  those  individuals  who  simply  want  to  gain  access  to 
their  cash. 

Mr.  McCandless.  I  understand  what  vou  are  saying,  but  I  am 
going  to  propose  to  you  another  so-called  paragraph  or  chapter  in 
what  it  is  I  am  thinking. 

If  you  have  an  account  with  a  bank,  an  institution,  in  most  cases 
these  institutions  have  branches,  except  in  Kansas,  and  the  branch 
will  cash  a  check  on  the  institution  in  which  your  checking  account 
is  established  by  simply  making  a  call  and  seeing  if  the  money  is 
available. 

What  I  am  trying  to  say  here  is — and  I  am  not  trying  to  put 
check  cashers  out  of  business — that  there  is  a  cheaper  way  of  han- 
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dling  your  financial  affairs  than  going  to  check  cashers  and  paying 
these  fees  and  then  paying  fees  to  people  for  various  types  of  other 
instruments  to  pay  your  bills,  which,  in  essence,  you  are  buying 
checks  to  pay  bills. 

I  want  to  leave  that  with  you,  because,  obviously,  $50  on  a  $400 
check  is  unacceptable,  but  in  my  mind  there  is  still  even  a  better 
way  of  handling  this  than  going  to  check  cashers  on  a  regular  basis 
and  then  buying  money  orders. 

Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  Mr.  McCandless. 

Chairman  Flake. 

Mr.  Flake.  Thank  you  very  much,  Mr.  Chairman. 

I  really  have  no  questions  for  Mr.  Fields,  but  I  think  for  my  col- 
league from  California,  as  I  stated  in  one  of  your  hearings  last 
week,  many  of  the  persons  that  Congressman  Fields  is  trying  to  ad- 
dress probably  understand  that  $100  saved  in  an  account  makes 
some  sense.  However,  in  so  many  instances,  you  are  talking  about 
people  who  live  from  hand-to-mouth,  and  $100  sitting  on  the  side- 
line anywhere  for  them  is  a  lot  of  money. 

I  told  the  story  last  week  of  my  father  who  had  13  of  us,  never 
had  a  checking  account.  We  cashed  the  check,  we  paid  all  of  the 
bills  with  money  orders,  and  although  you  pay  that  35,  40  or  50 
cents  on  the  money  order,  for  them  what  they  wanted  to  do  was 
maximize  each  check  that  my  father  got.  So  the  reality  is  there  are 
still  a  lot  of  people  who  live  like  that.  My  parents  did  not  trust  the 
banks.  They  lived  through  the  Depression.  There  are  a  whole  lot 
of  people  who  live  that  way. 

I  have  a  senior  citizens  complex  of  427  tenants,  and  some  of 
them  even  today,  they  are  in  their  sixties,  some  of  them  in  their 
seventies,  will  never  open  up  a  bank  account.  They  still  get  on  a 
bus  and  go  downtown  Jamaica,  New  York,  and  take  care  of  their 
business  by  money  order.  There  is  just  a  significant  portion  of  the 
population  that  basically  deal  with  these  check-cashing  operations, 
and  I  think  what  Mr.  Fields  is  trying  to  do  is  make  sure,  as  is  in 
the  case  in  New  York,  where  they  charge  about  20  percent  on  the 
check,  that  we  trv  to  get  those  persons  who  are  gougers  for  doing 
it. 

As  one  who  grew  up  in  an  environment  with  the  kind  of  persons 
that  Congressman  Fields  is  talking  about,  it  is  not  as  easy  as  them 
mailing  in  their  money  to  the  bank.  I  think  his  bill  probably  helps 
to  solve  more  of  the  problem  than  perhaps  your  direction,  even 
though  it  makes  more  sense  and  I  give  you  credit  for  that. 

Mr.  McCandless.  If  the  gentleman  will  yield. 

Mr.  Flake.  I  yield. 

Mr.  McCandless.  I  understand  what  you  are  saying,  and  I  have 
no  quarrel  with  that.  The  thing  that  I  am  talking  about  here  is 
there  is  another  side  to  this  coin  that,  in  my  opinion,  is  a  respon- 
sibility of  the  community,  be  it  financial,  social,  or  otherwise,  to  try 
to  educate  our  lower  income  people  that  there  are  cheaper  ways  of 
handling  their  financial  matters  than  simply  getting  on  a  bus  and 
going  downtown. 

Mr.  Flake.  I  agree  with  you  wholeheartedly.  There  is  no  dis- 
agreement there,  just  trying  to  understand  tne  culture  you  are 
dealing  with,  where  there  is  just  an  attitude,  and  I  think  probably 


Congressman  Fields  has  the  same  kind  of  thing  in  many  of  the  par- 
ishes that  he  serves  in  Louisiana.  It  is  a  culture  problem,  and  I  do 
not  know  that  you  are  going  to  resolve  that  in  any  immediate  fash- 
ion, because  it  has  been  an  historical  pattern  that  has  gone  from 
one  generation  to  the  next. 

Mr.  Fields,  The  other  thing,  Mr.  Chairman,  if  I  may  add,  is  indi- 
viduals for  the  most  part  who  use  check-cashing  outlets  are  indi- 
viduals who  live  from  paycheck-to-paycheck.  They  cannot  afford  to 
save,  because  they  work  a  40-hour  week,  and  at  the  end  of  that 
week  or  those  2  weeks,  when  they  get  that  check,  they  need  to  take 
that  check  to  spend  it  by  taking  care  of  food,  medicine,  clothing, 
housing,  and  things  of  that  nature. 

Therefore,  they  are  not  able  to  save  for  the  most  part,  because 
those  individuals  who  are  able  to  save  in  fact  have  savings  ac- 
counts, many  of  them.  These  are  the  individuals  who  live  from  pay- 
check-to-paycheck and  cannot  afford  to  save.  You  know,  there  is 
certainly  a  cheaper  way  of  doing  it,  and  I  think  one  way  of  doing 
it  is  by  making  sure  that  they  are  not  taken  advantage  of  at  the 
check-cashing  place,  as  well  as  at  the  bank. 

Mr.  McCandless.  Mr.  Chairman,  I  am  not  sure  who  has  the 
time,  but  at  the  point  of  being  redundant,  living  from  paycheck-to- 
paycheck  is  not  an  unusual  set  of  circumstances,  having  gone  to 
college  on  the  GI  bill. 

Chairman  Kennedy.  I  appreciate  that,  but 

Mr.  McCandless.  This  example  that  you  gave  where  this  lady 
was  charged  $50  for  a  $400  check  means  that  she  had  $50  less  to 
live  on  or  whatever  she  was  going  to  do.  In  theory  here,  if  you  took 
this  particular  example  and  multiplied  it  by  two,  she  would  have 
$100  less  to  live  on,  or  do  it  over  a  period  of  3  or  4  weeks  or 
months  or  something,  $10  or  $5  or  something. 

Mr.  Fields.  You  are  absolutely  right,  Mr.  McCandless.  We  can 
make  sure  that  bank  we  insure  through  the  FDIC  cashs  that  check 
for  2  percent  or  1  percent. 

Chairman  Kennedy.  If  the  Chair  might  make  one  brief  point.  As 
I  mentioned  in  my  opening  statement,  one  of  the  keys  here  is  not 
just  the  regulation  of  check  cashing,  which  Mr.  Fields  and  I  have 
discussed  at  length,  both  personally  and  in  the  committee.  It  is  in 
fact  to  deal  with  the  underlying  problem  which  Chairman  Flake  in- 
dicated, to  get  the  banks  to  locate  in  these  communities. 

There  are  in  fact  instances  in  Boston,  such  as  with  BayBank, 
where  banks  have  made  a  concerted  effort  to  open  small  offices  in 
the  minority  communities  and  provide  basic  banking  services.  Peo- 
ple are  responding.  They  are  making  money  and  it  is  working. 

So  I  think  the  real  key  is  to  get  some  of  the  real  bad  actors  that 
are  involved  in  check  cashing  cleaned  up,  which  Mr.  Fields  in  the 
short  term  is  trying  to  do.  I  tnink  all  of  us  are  committed  to  trying 
to  get  the  banks  to  fulfill  the  basic  goal  of  providing  services  in  all 
of  the  communities  that  they  are  licensed  to  serve,  not  just  in  ones 
that  they  are  more  comfortable  in  serving.  That  is  ultimately  what 
we  are  working  on  here. 

I  think  Ms.  Pryce,  you  are  in  line. 

Ms.  Pryce.  Thank  you,  Mr.  Chairman. 

I  applaud  Mr,  Fields  for  the  hard  work  he  has  put  into  this  en- 
deavor. I  missed  the  beginning  of  your  testimony  and  I  apologize. 
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But  I  am  intrigued  by  a  portion  of  the  act  which  requires  the  gov- 
ernment checks  being  mailed  only  to  residences  or  business  ad- 
dresses. If  vou  addressed  that,  I  am  sorry  I  missed  it.  Can  you  fill 
me  in  on  why  you  think  that  is  important  and  what  real  need  that 
addresses? 

Mr.  Fields,  Because  in  some  States  and  in  some  cities,  govern- 
ment checks  in  fact  are  mailed  to  check-cashing  outlets,  and  indi- 
viduals are  taken  advantage  of.  They  drive  up  to  the  check-cashing 
outlet  and  they  receive  their  check  through  that  box  that  they  have 
at  the  check-cashing  outlet  and  they  cash  their  check. 

If  we  are  able  to  bring  the  rates  down  in  terms  of  regulating 
them  on  a  State-by-State  basis  in  terms  of  how  much  they  can 
charge,  because  I  do  not  think  any  State  legislature  in  this  country 
will  pass  legislation  where  the  rates  would  be  absurd,  to  be  honest 
with  you,  and,  second,  gives  the  consumer — I  think  we  have  got  to 
do  that,  and  I  think  Mr.  McCandless  is  right,  we  have  a  lot  of  edu- 
cating to  do,  as  well,  in  the  area  of  financial  institutions  and  finan- 
cial banking,  and  low-cost  banking  is  one  of  the  ways  of  doing  that, 
by  getting  banks  involved  in  the  community. 

My  intention  is  to  get  individuals  to  start  relationships  with 
banks.  But  they  will  never  be  able  to  have  that  opportunity,  if  the 
only  thing  they  know  and  see  is  a  check-cashing  outlet  that  charges 
them  an  arm  and  a  leg.  It  is  almost  like  the  pawnshop  theory. 

Ms.  Pryce.  So  at  the  request  of  the  payee,  the  check  is  sent  to 
a  location  that  cashs  it.  And  then  what  happens,  they  show  up  to 
pick  up  the  cash  minus  the 

Mr.  Fields.  Sign  the  check  and  pick  up  the  cash,  yes. 

Ms.  Pryce.  And  these  are  check-cashing  outlets? 

Mr.  Fields.  Yes. 

Ms.  Pryce.  Not  banks  or  other  institutions? 

Mr.  Fields.  Exactly. 

Mr.  Pryce.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  Thank  you,  Ms.  Pryce. 

Mr.  Hinchey. 

Mr.  Hinchey.  Thank  you,  Mr.  Chairman. 

I  just  wanted  to  emphasize  a  point  that  you  made  earlier,  that 
in  many  of  these  communities  there  are  no  banking  establishments 
and  people  are  forced  to  go  into  various  kinds  of  situations,  check 
cashers  and  other  situations  that  are  even  more  usurious  in  the 
way  that  they  deal  with  these  checking  arrangements,  and  that  is 
a  major  part  of  the  problem. 

It  is  also  true  that  some  banks  charge  substantial  amounts  of 
money  for  the  establishment  and  maintenance  of  checking  ac- 
counts. In  the  particular  example  that  you  cite,  if  that  $400  check 
was  the  amount  of  money  that  this  particular  person  had  to  live 
on  for  the  month,  which  in  some  cases  is  not  unusual — a  person  liv- 
ing on  Social  Security,  for  example,  or  some  small  amount  of 
money — the  amount  of  money  that  the  bank  would  charge  for  the 
maintenance  of  that  account  would  dig  so  deeply  into  the  amount 
of  money  that  is  available  to  that  person,  that  would  make  it  not 
viable  reallv  for  that  person  to  maintain  that  checking  account.  Is 
that  part  of  the  problem  that  you  see  in  your  community? 

Mr.  FlEUDS.  Yes,  it  is.  All  checking  accounts,  for  the  most  part, 
those  banks  that  do  not  offer  low-cost  banking  services  with  a  bank 
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account,  with  a  savings  account,  with  a  checking  account,  there  is 
also  a  fee,  and  many  individuals  tend  not  to  open  up  an  account 
because  of  the  fee  that  is  involved  with  having  that  account. 

For  example,  if  you  open  up  a  checking  account,  it  does  not  bene- 
fit you,  if  every  check  you  write  you  have  to  pay  20  cents  on  a 
check,  say.  And  then  the  minimum  balance  requirement,  not  to 
mention  it,  if  you  do  not  have  X  number  of  dollars  in  your  savings 
or  in  your  checking,  you  are  charged  an  additional  fee.  So  individ- 
uals in  their  eyes  find  it  more  convenient  to  use  a  check-cashing 
outlet  versus  using  a  financial  institution. 

Mr.  HmcHEY.  ^d  is  it  not  true  that  some  financial  institutions 
will  not  cash  government  checks? 

Mr.  Fields.  Many  financial  institutions  do  not  cash  government 
checks,  unless  you  have  an  account  there.  I  think  that  is  one  of  the 
most  unconscionable  things  of  them  all,  because  I  think  every  bank 
in  this  legislation  provides  for  that,  and  that  is  FDIC  insured,  I 
mean,  that  holds  that  seal  of  the  Federal  Government,  we  certainly 
stand  behind  them  in  time  of  need.  If  we  send  a  check  to  a  veteran 
in  this  country,  he  ought  to  be  able  to  go  to  a  bank  that  is  FDIC 
insured  and  cash  his  check,  providing  proper  ID  and  all  the  other 
customary  practices  that  are  used  within  the  financial  community 
or  used  m  terms  of  making  sure  that  this  person  is  in  fact  the 
payee  of  the  check. 

Mr.  HiNCHEY.  What  does  your  bill  do  in  that  particular  case? 

Mr.  Fields.  It  provides  that  individuals  who  receive  government 
checks  would  be  able  to  cash  their  checks  at  banks  that  are  FDIC 
insured. 

Mr.  HiNCHEY.  And  it  requires  those  banks  to  cash  those  checks 
without  a  fee? 

Mr.  Fields.  Using  what  is  reasonable  and  was  the  ordinary 
price,  and  determining  whether  or  not  that  person  is  the  payee  of 
the  check. 

Mr.  HiNCHEY.  I  think  that  is  something  that  is  very  appropriate, 
and  I  applaud  you  for  what  you  are  trying  to  do  here.  And  I  think 
that  particular  instance  is  something  that  is  very  common  in  many 
places  across  the  country  with  the  low-income  people.  They  are  not 
very  well  acquainted  with  the  banking  system,  as  has  been  noted 
here  a  number  of  times.  They  are  not  familiar  with  dealing  with 
it.  It  is  something  that  is  alien  to  them.  It  is  something  that  they 
are  fearful  of  in  many  ways.  Then  when  they  get  a  government 
check,  they  assume  that  check  is  good,  and  then  to  have  it  rejected 
by  the  bank  just  compounds  all  of  those  feelings. 

This  is  a  situation  I  think  that  occurs  in  many  places  across  the 
country,  where  people  who  receive  government  checks  are  not  able 
to  cash  them  in  banks,  if  they  are  fortunate  enough  to  have  a  bank 
in  their  neighborhood.  I  think  what  you  are  trying  to  do  here,  Mr. 
Fields,  is  right  on  target  and  I  very  much  applaud  you  and  support 
you  for  what  you  are  doing. 

Mr.  Fields.  Thank  you. 

Chairman  Kennedy.  Thank  you,  Mr.  Hinchey. 

Mr.  Barrett. 

Mr.  Barrett.  Thank  you,  Mr.  Chairman. 

Congressman  Fields,  as  I  looked  through  your  bill,  it  appears  to 
me  that  it  is  divided  in  two  parts,  the  part  dealing  with  check- 
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cashing  services  and  then  requiring  banks  to  cash  checks.  It  also 
appears,  again  in  reading  through  your  testimony,  that  you  have 
reached  some  sort  of  agreement  with  the  Check  Cashers  Associa- 
tion with  respect  to  that  portion  of  the  bill.  Is  that  safe  to  say? 

Mr.  Fields.  What  we  tried  to  do  is  come  in  line,  in  talking  with 
the  check-cashing  community,  the  Check  Cashers  Association  of 
America,  we  wanted  to  come  in  line  with  some  of  the  things  that 
they  wanted  done  within  the  check-cashing  community.  They  did 
not  want  it  to  be  mandated  by  Federal  or  State  government,  but 
they  are  a  community.  Because  many  of  these  individuals,  if  not  a 
vast  majority  of  them,  certainly  want  some  of  the  requirements 
that  we  nave  within  this  legislation,  such  as  the  posting  of  the  fees, 
such  as  license,  as  well.  Those  kinds  of  things  are  some  of  the 
things  that  they  want  to  do.  In  talking  with  tnem,  they  certainly 
had  no  qualms  with  that.  The  only  qualm  is  it  being  mandated  by 
government. 

But  I  just  do  not  think  this  industry  will  impose  laws  upon  itself 
and  do  the  right  thing,  because  they  have  been  in  evidence  for 
umpteen  years,  and  they  have  not  done  it  yet,  and  I  have  no  reason 
to  believe  they  will  do  it  in  the  future. 

Mr.  Barrett.  With  respect  to  the  second  part,  check-cashing  and 
basic  services,  as  I  look  at  this  issue,  one  of  the  ideas  that  seems 
very  intriguing  to  me,  and  it  is  an  idea  that  I  believe  could  be  a 
win-win  situation  for  both  the  recipients  of  government  checks  and 
for  financial  institutions,  is  to  have  direct-deposit  of  government 
checks  into  financial  institutions.  It  would  be  a  win  situation  for 
the  banks  or  savings  and  loans  or  whoever,  because  they  would  get 
the  money  immediately. 

It  would  be  a  win  situation,  I  think,  for  the  recipients,  because 
they  would  not  have  to  then  go  to  a  check-cashing  business  and 
pay  an  exorbitant  rate  or  go  to  a  bank  or  a  savings  bank  and  pay 
an  exorbitant  rate.  They  would  develop  a  relationship  with  a  finan- 
cial institution.  I  am  curious  as  to  whether  you  have  examined  this 
or  what  your  gut  reaction  is  to  that  idea. 

Mr.  Fields.  We  have  thought  about  that  and  certainly  I  am  not 
opposed  to  the  idea,  because  the  idea  certainly  has  merit,  provided 
that  it  is  affordable  by  the  recipient.  We  certainly  do  not  want 
banks  to  take  the  same  attitude  that  some  check  cashers  across 
America  are  taking  today,  and  that  is  to  make  as  much  money  as 
possible  off  the  face  value  of  a  check. 

You  know,  if  banks  certainly  offer  a  reasonable  fee  in  transacting 
business  between  this  low-income  or  moderate-income  individual 
and  the  institution,  I  would  certainly  be  very  supportive  of  that 
idea. 

Mr.  Barrett.  Have  you  worked  with  any  of  the  trade  organiza- 
tions looking  at  that?  I  know  when  they  were  opposed  to  requiring 
basic  services  as  part  of  the  interstate  bill,  they  said  that  this  was 
the  greatest  thing  since  sliced  bread,  having  direct  deposit.  I  am 
wondering  whether  they  have  been  aggressive  in  pushing  that  idea 
with  you,  or  whether  they  just  were  using  that  idea  to  stop  having 
us  have  that  amendment  added  to  the  Interstate  Banking  bill. 

Mr.  Fields.  They  certainly  did  not  want  it  on  interstate  banking. 
Thev  spoke  very  favorable  of  having  it  independent  from  interstate 
banking,  and  so  that  is  why  we  are  nere  today. 
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Mr.  Barrett.  Thank  you. 

Chairman  KENNEDY.  Ms.  Roybal-Allard 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman. 

I  really  do  not  have  a  question,  but  a  comment,  first  of  all  to 
commend  Congressman  Fields  on  this  legislation.  Anyone  who  rep- 
resents a  district  such  as  I  do  knows  of  the  importance  of  this  kind 
of  legislation  in  protecting  consumers,  particularly  where  there  are 
no  banking  facilities  available. 

One  point  that  I  would  like  to  make,  however,  is  that  we  hear 
often  that  banks  are  reluctant  to  cash  checks  or  come  into  commu- 
nities. I  am  happy  to  report  that  in  Los  Angeles,  in  the  district  that 
I  represent,  banks  are  now  starting  to  take  a  second  look,  because 
as  they  see  these  check-cashing  places  just  mushrooming  every- 
where, they  are  starting  to  say,  well,  there  must  be  some  profit 
there,  there  is  a  reason  that  this  is  happening,  and  are  starting  to 
look  at  those  areas  in  which  there  are  a  large  number  of  these 
kinds  of  services  and  considering  pilot  projects. 

For  example,  Union  Bank  has  opened  a  pilot  project  in  South 
Central  and  now  is  looking  in  my  district  to  do  the  same  thing,  be- 
cause they  are  saying  there  has  got  to  be  profit  there.  They  are  ex- 
isting somehow.  So  I  would  suggest  that  perhaps  other  banks  do 
the  same  thing  and  to  look  carefully  at  these  areas,  and  I  think 
they  are  going  to  find  that  there  is  profit  to  be  made,  as  well  as 
the  ability  to  provide  the  kind  of  services  that  everyone,  regardless 
of  their  income  or  where  they  live,  should  be  able  to  obtain. 

One  point  that  I  do  want  to  make  with  regard  to  the  direct  de- 
posit, the  only  concern  that  I  have — and  you  may  have  addressed 
this  earlier — is  with  direct  deposit  or  any  kind  of  deposit,  that 
there  not  be  a  waiting  time  before  the  check  can  be  made  good  and 
the  person  can  be  able  to  get  the  money.  Because  very  often,  the 
minute  that  you  have  payday,  bills  are  due  and  the  money  is  need- 
ed immediately.  So  I  do  not  know  if  you  have  addressed  that  at  all 
in  terms  of  anv  kind  of  a  waiting  period  or  hold  on  checks  before 
they  can  actually  have  access  to  the  money. 

Mr.  Fields.  Mr.  Barrett  asked  the  question  about  direct  deposit. 
Certainly,  direct  deposit  ought  to  be  not  only  direct,  but  also  needs 
to  be  expedient,  on  a  timely  fashion,  because  I  think  you  are  abso- 
lutely right. 

Ms.  Roybal-Allard.  Immediate  access  to  the  money. 

Mr.  Fields.  Exactly.  For  example,  if  the  date  of  payment  is  the 
30th,  then  midnight  probably  the  day  before,  as  we  do  here  in  Con- 
gress, the  check  should  be  in  the  account  electronically. 

Ms.  Roybal-Allard.  Thank  you. 

Chairman  Kennedy.  Mr.  Fields,  we  want  to  thank  you  very 
much  for  your  extremely  helpful  testimony.  We  look  forward  to 
working  with  you  on  your  legislation.  I  think  it  is  important  legis- 
lation, and  I  hope  we  can  find  a  way  to  see  it  enacted  into  law. 

Thank  you  very  much  for  your  help. 

Mr.  Fields.  Thank  you,  Mr.  Chairman. 

Chairman  Kennedy.  We  will  now  call  for  the  second  panel.  I 
want  to  ask  the  second  panel  to  please  come  forward  and  be  seated 
at  the  table.  We  will  ask  that  your  written  statements  be  submit- 
ted for  the  record  and  ask  that  you  limit  your  oral  statements  to 
5  minutes,  in  the  interest  of  time. 
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Our  first  witness  is  Glenn  von  Nostitz,  who  is  deputy  advocate 
for  research  and  investigation,  in  the  Office  of  New  York  Public  Ad- 
vocate. Mr.  von  Nostitz  supervises  a  staff  which  investigates  a  wide 
array  of  public  policy  and  consumer-related  issues  in  New  York 
City. 

We  welcome  you  to  this  hearing  this  morning,  and  we  look  for- 
ward to  your  testimony.  Please  try  to  keep  your  oral  testimony  to 
5  minutes.  We  will  ask  the  machine  to  be  turned  on,  and  when  the 
red  light  hits,  that  is  when  you  get  the  ax. 

Thank  you  very  much,  and  please  proceed  for  5  minutes. 

STATEMENT  OF  GLENN  F.  VON  NOSTITZ,  DEPUTY  ADVOCATE, 
RESEARCH  AND  INVESTIGATION,  PUBLIC  ADVOCATE  FOR 
THE  CITY  OF  NEW  YORK 

Mr.  VON  Nostitz,  Thank  you  very  much  for  inviting  me. 

Our  Nation  is  developing  a  two-tier  retail  financial  system.  The 
top  tier  is  full-service  banks,  major  nonbank  financial  institutions, 
and  is  basically  reserved  for  people  who  can  readily  pay  for  or  are 
able  to  avoid  fast-increasing  account  fees.  The  upper-end  of  this 
tier  is  occupied  by  people  with  cash  management  accounts  and  per- 
sonal bankers.  Top-tier  customers  have  access  to  a  wide  array  of 
services  ranging  from  mutual  funds  to  annuities,  credit  cards  to 
home  equity  loans. 

The  bottom  banking  tier  consists  of  a  rapidly  growing  number  of 
check-cashing  storefronts,  serving  people  who  do  not  have  enough 
money  to  maintain  a  checking  account  or  who  live  in  a  neighbor- 
hood without  easy  access  to  a  bank  branch.  The  patrons  of  these 
establishments  pay  far  more  to  conduct  their  everyday  financial 
services  than  if  they  used  a  bank. 

Banks  used  to  serve  many  of  these  customers,  but  do  so  less  and 
less. 

The  Office  of  the  New  York  City  Public  Advocate  last  week  is- 
sued a  study,  "The  Poor  Pay  More  for  Less,  Part  4:  Financial  Serv- 
ices," that  examined  this  financial  services  disparity,  focusing  on 
the  New  York  City  boroughs  of  Brooklyn  and  the  Bronx.  The  three 
previous  studies  in  the  series  dealt  with  grocery  shopping,  auto  li- 
ability insurance,  and  home  improvement  contractors.  Together, 
the  four  studies  have  shown  how  the  marketplace  compounds  the 
evils  of  poverty  and  how  one  needs  money  in  order  to  save  money. 

The  six  major  findings  of  part  4  are: 

1.  The  New  York  City  check-cashing  industry  is  expanding.  In 
the  last  12  years,  the  number  of  check-cashing  outlets  in  New  York 
State — and  90  percent  of  those  are  in  New  York  City — increased  by 
45  percent,  to  a  total  of  510  locations, 

2.  Check  cashers  are  located  almost  exclusively  in  poor  and 
working-class  neighborhoods.  There  are  7,800  residents  per  check 
casher  in  the  poorest  one-fifth  of  Brooklyn  ZIP  Code  areas,  we 
found,  compared  to  27,700  residents  per  casher  in  the  wealthiest 
fifth.  A  similar  pattern  prevails  in  the  Bronx,  where  most  of  the 
middle-income  or  upper-income  ZIP  Code  areas  have  no  or,  at  most, 
a  few  check  cashers,  and  the  poorer  ZIP  Code  areas  have  between 
5  and  10  check  cashers  each, 

3.  In  poor  and  working-class  neighborhoods,  banks  have  moved 
out  and  check  cashers  have  moved  in.  In  the  last  15  years,  Brook- 
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lyn  lost  14  percent  of  its  bank  branches  and  the  Bronx  20  percent, 
despite  a  small  increase  in  each  borough's  population  over  that 
time.  These  losses  deeply  affected  the  poorest  areas  of  these  bor- 
oughs, but  were  barely  perceptible  in  the  better-off  neighborhoods. 

For  example,  in  the  poorest  one-fifth  of  Bronx  ZIP  Code  areas, 
with  a  total  population  of  nearly  200,000  people,  as  many  banks 
closed  their  doors  in  the  last  15  years  as  now  remain.  And  in 
Brooklyn,  branch  closures  in  lower  income  areas  mean  that  there 
are  now  18,300  people  per  bank  branch  in  the  poorest  one-fifth  of 
ZIP  Code  areas,  more  than  four  times  as  many  residents  per  bank 
as  in  the  wealthiest  fifth.  In  some  of  the  poorer  parts  of  Brooklyn, 
a  resident  can  travel  20  or  more  blocks  in  any  direction  and  not 
encounter  a  bank  branch. 

At  the  same  time,  new  check  cashers  have  been  opening  their 
doors  in  the  poor  communities  that  have  lost  bank  branches.  For 
example,  there  are  20  check-cashing  outlets  in  the  low-income  com- 
munity of  the  south  Bronx — that  is  the  Bronx  below  163rd  Street. 
Seven  of  these  check  cashers  opened  their  doors  since  1990.  Yet, 
after  closures  by  Chemical  Bank,  Manufacturers  Hanover  Trust, 
and  Chase  Manhattan,  there  are  only  seven  bank  branches  left  in 
this  area. 

There  are  twice  as  many  check  cashers  as  banks  in  two  ZIP  Code 
areas  encompassing  Brooklyn's  devastated  East  New  York  commu- 
nity. In  the  last  15  years,  10  bank  branches  closed  their  doors  in 
East  New  York — ^more  banks  than  now  operate  there.  No  banks — 
but  eight  check  cashers,  on  the  other  hand — opened  offices  in  East 
New  York  during  this  period. 

4,  Check  cashers  cost  considerably  more  to  use  than  banks.  In 
New  York,  a  check-cashing  customer  earning  a  before-tax  salary  of 
$17,000  will  likely  pay  from  $200  to  $250  a  year  for  a  market  bas- 
ket of  services.  At  a  major  commercial  bank  such  as  Citibank, 
using  a  basic  banking  account,  that  is  about  $70. 

The  bank/check  casher  cost  disparity  in  other  States  is  even 
greater,  because  New  York  sets  a  maximum  check-cashing  fee  of 
1.1  percent,  1  of  the  11  States  that  does  regulate  this,  while  39 
States  still  set  no  ceiling.  Given  that  most  New  York  City  check 
cashers  seem  to  be  making  a  decent  profit  at  1.1  percent,  in  spite 
of  the  high  cost  of  doing  business  in  New  York,  it  would  seem  that 
profits  must  be  extraordinary  for  many  check  cashers  in  States 
where  the  customary  charge  is  2  percent  or  3  percent,  even,  as  the 
Congressman  said  before,  5  percent  or  more.  While  State  check- 
cashing  licensing  seems  to  be  working  reasonably  well  in  New 
York,  a  Federal  law  would,  nonetheless,  appear  to  be  advisable  in 
order  to  prevent  price  gouging  elsewhere  in  the  Nation,  so  long  as 
States  are  required  to  impose  reasonable  ceilings  on  fees. 

5.  We  also  found  that  check  cashers  do  provide  an  important 
service,  but  there  are  other  serious  drawbacks,  in  addition  to  the 
high  cost.  Of  course,  they  do  not  just  tash  checks,  they  sell  money 
orders,  in  New  York  City  they  sell  subway  tokens  and  fare  cards, 
you  can  wire  money  through  Western  Union  or  American  Express. 
But  such  one-stop  convenience  comes  with  a  price  in  addition  to  the 
fees.  Check-cashing  customers  are  lucrative  robbery  targets,  be- 
cause they  usually  exit  the  store  carrying  a  substantial  sum  of 
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money.  If  they  went  to  a  bank,  presumably  they  would  have  left 
some  of  the  money  behind. 

The  differences  in  banking  for  the  poor  and  working  class  and 
banking  for  the  middle-class  and  affluent  is  starkly  apparent,  when 
you  visit  a  typical  bank  branch  and  then  follow  with  a  visit  to  a 
typical  check  casher.  Touch-screen  ATM's,  carpeting,  cushioned 
seats,  and  soft  background  music  are  the  norm  in  many  banks. 
What  do  check-cashing  customers  get  for  all  their  fees?  A  spartan 
waiting  room  that  more  oft;en  than  not  could  use  a  coat  of  paint 
and  somewhere  to  sit. 

We  found  a  number  of  different  reasons  for  this  expansion  in  the 
industry.  Of  course,  the  first  one  has  been  discussed  somewhat  be- 
fore here  today,  and  that  is  the  shrinkage  of  bank  branch  net- 
works. When  we  asked  the  owner  of  one  New  York  City  check 
casher  chain  why  his  industry  is  expanding,  he  replied,  "Banks,  no 
matter  what  they  say,  are  abandoning  the  inner  cities.  We  expand 
because  of  a  need.  We  did  not  create  the  need."  Also,  the  sharp 
hikes  in  service  fees,  inadequate  service  in  bank  branches  remain- 
ing in  lower  income  communities,  and  recent  recession  and  chang- 
ing economy.  Many  people  simply  cannot  afford  to  keep  any  check- 
ing account. 

I  think  our  major  recommendation  is  that  there  be  more  alter- 
native community  financial  services  institutions,  such  as  commu- 
nity development  credit  unions  to  provide  this  service  at  less  cost. 

Joining  Mark  Green  and  Representative  Velazquez  at  the  press 
conference  where  the  report  was  released  was  Errol  Louis, 
cofounder  of  the  New  Central  Brooklyn  Federal  Community  Credit 
Union  in  the  Bedford-Stuyvesant  commimity,  and  he  said  that  his 
credit  union  plans  to  cash  checks  for  somewhat  less  cost,  charge 
less  than  average  for  money  orders.  We  need  more  such  financial 
institutions  around  the  country  in  order  to  compete  with  the  check 
cashers. 

Chairman  Kennedy.  Mr.  von  Nostitz,  I  apologize  to  you,  but  if 
we  are  going  to  get  through  all  of  our  witnesses,  we  are  going  to 
have  to  continue  to  move  along. 

We  will  get  to  you  in  questioning. 

Mr.  VON  Nostitz.  Thank  you. 

[The  prepared  statement  of  Mr.  von  Nostitz  can  be  found  in  the 
appendix.] 

Chairman  KENNEDY.  Our  next  panelist  is  Jeffrey  Silverman,  who 
is  vice  president  of  the  Check  Cashers  Association.  He  is  also  presi- 
dent and  CEO  of  M.S.  Management,  Inc.,  a  financial  services  firm 
which  provides  check  cashing. 

Mr.  Silverman  is  one  of  u\e  founding  members  of  this  national 
association,  and  he  is  a  leading  spokesperson  for  the  industry. 

We  thank  you  very  much  for  testifying  this  morning,  Mr.  Silver- 
man, and  we  look  forward  to  hearing  from  you.  Please  proceed  for 
5  minutes. 

STATEMENT  OF  JEFFREY  SILVERMAN,  PRESmENT  AND  CEO, 

M.S.  MANAGEMENT,  INC. 

Mr.  Silverman.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee. 
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My  name  is  Jeffrey  Silverman.  I  am  the  president  of  M.S.  Man- 
agement, a  family-owned  business  headquartered  in  Illinois.  We 
provide  a  broad  array  of  financial  services,  including  check  cashing, 
money  order  sales,  distribution  of  governmental  benefits,  and  wire 
transfers  for  communities  in  three  States. 

I  am  testifying  today  on  behalf  of  the  National  Check  Cashers 
Association,  which  represents  approximately  2,500  neighborhood  fi- 
nancial service  centers,  employing  over  25,000  local  community 
residents. 

We  appreciate  the  opportunity  to  testify  today  on  the  delivery  of 
financial  services  to  local  communities  and  on  pending  legislation 
such  as  H.R.  1448.  As  currently  written,  enactment  of  this  bill 
would  have  a  severe  negative  impact  on  our  business  and  on  con- 
sumers we  serve. 

First,  however,  let  me  provide  some  insight  into  our  industry. 
From  its  inception  in  the  1930's,  as  a  response  to  the  Depression 
and  changes  in  emplover  payment  practices,  the  check-cashing  in- 
dustry has  evolved  to  become  a  pivotal  link  for  a  multitude  of  vital 
financial  services  for  a  growing  number  of  Americans. 

Just  as  many  consumers  prefer  the  convenience  of  specialty 
stores  to  large  department  stores,  so  too  do  many  consumers  prefer 
the  convenience  of  check-cashing  centers.  In  fact,  Mr.  Chairman, 
we  consider  ourselves  the  7-Elevens  of  the  financial  services  indus- 
try, serving  an  important  market  niche. 

A  common  misconception  is  that  check  cashers  are  used  only  by 
consumers  without  bank  accounts.  In  fact,  independent  surveys 
have  shown  that  60  to  70  percent  of  our  customers  do  have  banking 
relationships.  They  choose  our  services  for  reasons  of  convenience, 
for  quicker  access  to  funds  and  flexibility  hours,  to  more  rapid  and 
efficient  service. 

In  addition  to  cashing  checks,  our  facilities  generally  provide 
many  other  financial  services  needed  by  the  community,  including 
money  order  sales,  money  transfers,  welfare  and  food  stamp  dis- 
tribution, and  transportation  token  sales. 

Just  as  our  roster  of  services  has  expanded,  so  have  markets  we 
serve.  While  continuing  to  serve  customers  in  low-  to  moderate- 
income  neighborhoods,  where  we  employ  local  residents,  check 
cashers  increasingly  serve  middle-income  suburban  customers,  and 
they  have  begun  to  demand  more  convenient  financial  services. 

Like  every  other  business,  check  cashers  establish  fees  based  on 
their  cost,  competition,  and  a  reasonable  return  on  investment.  In 
a  check-cashing  establishment,  fees  are  most  commonly  based  on  a 
percentage  of  check's  value.  Average  fees  in  the  United  States 
range  from  2  to  3  percent  of  the  face  value  of  the  check.  My  compa- 
ny's average  is  less  than  2  percent. 

In  comparing  fees  charged  by  check  cashers  to  bank  charges  paid 
by  the  typical  consumer,  it  is  important  to  understand  an  impor- 
tant distinction.  Check  cashers  do  not  have  funds  on  deposit  to  pro- 
tect against  bad  checks.  Their  own  money  is  at  risk.  Fees  must 
generate  enough  revenue  to  cover  the  uninsured  risk. 

Eleven  States  now  regulate  professional  check  cashers.  When 
these  States  establish  fee  schedules,  it  is  after  an  extensive  hearing 
process  and  a  very  extensive  analysis  of  the  impact  on  the  industry 
and  its  customers. 
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Your  staff  requested  that  I  discuss  pending  legislation  which 
would  have  an  impact  on  the  delivery  of  financial  services.  In  that 
regard,  the  check-cashing  industry  strongly  opposes  H.R.  1448. 
This  bill  would  regulate  the  industry  in  an  almost  unprecedented 
manner,  imposing  Federal  price  controls  on  our  industry.  There  is 
no  justification  for  imposition  of  price  controls  on  a  highly  competi- 
tive unsubsidized  business. 

Of  particular  concern  is  the  establishment  in  a  Federal  statute 
of  a  specific  fee  schedule.  Setting  check-cashing  fees  at  0.85  percent 
of  the  value  of  a  check  would  make  it  lower  than  any  other  State 
in  this  country  that  presently  has  regulation  and  rate  control.  But 
more  important  than  the  level  of  the  fee  is  the  very  establishment 
of  a  specific  nationwide  fee  imposed  at  the  Federal  level. 

We  all  know  that  nationwide  Federal  price  controls  just  do  not 
work  and  are  contrary  to  our  market-based  economy.  Certainly, 
they  do  not  take  into  account  the  multitude  of  local  factors  which 
go  into  determination  of  the  fee  structure  for  check  cashing.  Like 
most  other  businesses,  those  factors  will  vary  considerably  from 
State  to  State.  Obviously,  the  cost  of  rent  and  volume  is  different 
in  New  York  than  Idaho  Falls.  So  are  a  host  of  other  costs  borne 
by  business.  No  Federal  legislation  can  adequately  consider  all  of 
these  distinctions  and  set  an  appropriate  fee. 

Our  business  is  highly  competitive,  largely  because  of  its  low  cost 
of  entry.  As  a  result,  the  services  are  extremely  price  sensitive. 
Whenever  favorable  market  conditions  exist,  competition  rapidly 
develops,  as  shown  by  the  growth  of  our  industry,  which  has  led 
to  the  number  of  locations  doubling  over  the  past  5  to  7  years. 

However,  if  public  officials  determine  for  any  reason  that  there 
should  be  regulation  of  fees,  they  should  be  set  at  a  State  level,  not 
a  Federal  level.  State  level  consideration  is  more  appropriate  in 
order  to  take  into  account  the  local  nature  of  the  industry  in  those 
States  and  to  consider  local  economic  conditions. 

As  you  know,  many  of  the  issues  raised  by  H.R.  1448  are  already 
addressed  in  the  Money  Laundering  Suppression  Act,  H.R.  3235, 
now  before  a  conference  committee.  That  bill  establishes  a  Federal 
registration  program  for  check  cashers  and  money  transmitters, 
which  is  supported  by  our  industry.  The  bill  also  advocates  that 
States,  not  the  Federal  Grovemment,  regulate  and  license  check 
cashers  and  money  transmitters.  The  House  Banking  Committee 
reported  that  bill  just  5  weeks  ago.  In  essence,  we  have  almost  the 
same  bill  here. 

In  view  of  such  recent  action  before  the  full  Banking  Committee, 
I  believe  it  would  make  sense  to  await  the  results  of  that  legisla- 
tion, before  embarking  on  new  legislation  that  covers  the  same 
ground. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  for  the  check- 
cashing  industry  to  present  its  views.  We  stand  ready  and  anxious 
to  work  closely  with  you  and  answer  any  questions  to  resolve  mis- 
conceptions about  our  industry. 

[The  prepared  statement  of  Mr.  Silverman  can  be  found  in  the 
appendix.l 

Chairman  KENfNEDY.  Thank  you  very  much,  Mr.  Silverman.  We 
appreciate  your  testimony. 
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Our  next  witness  is  Dr.  Irene  Leech,  who  is  vice  president  of  the 
Virginia  Citizens  Consumer  Council. 

Dr.  Leech  is  a  faculty  member  at  the  Virginia  Technical  Institute 
and  has  done  extensive  research  in  the  Virginia  area  regarding 
banking  accessibility  to  consumers. 

Dr.  Leech,  thank  you  very  much  for  being  with  us  this  morning. 
Please  proceed  for  5  minutes. 

STATEMENT  OF  IRENE  LEECH,  VICE  I^RESIDENT,  VIRGINIA 
CITIZENS  CONSUMER  COUNCIL 

Ms.  Leech.  Thank  you. 

The  Virginia  Citizens  Consumer  Council  is  pleased  to  participate 
in  this  hearing.  We  are  a  statewide  membership  consumer  advo- 
cacy organization,  and  we  have  a  longstanding  interest  in  access  to 
aflfordable  basic  banking  services  and  check-cashing  services.  We 
have  worked  for  affordable  basic  banking  services  in  Richmond  and 
Washington  over  the  last  decade.  We  commend  the  subcommittee 
for  your  interest  in  the  plight  of  consumers  who  are  left  out  of 
mainstream  banking. 

VCCC  began  publishing  surveys  of  check  cashers'  fees  in  1988, 
and  we  continued  to  keep  up  with  that.  The  figures  that  have  been 
presented  this  morning  are  pretty  comparable  with  what  we  found, 
so  I  am  not  going  to  go  into  the  specifics  of  them. 

However,  the  check-cashing  outlets  are  popping  up  all  over  Vir- 
ginia. As  I  traveled  across  the  State  to  work  last  week,  I  noticed 
how  much  they  have  increased.  {Daily  Press,  Sep.  20,  1993)  In 
1989,  the  General  Assembly  studied  the  basic  banking  issues  and 
concluded  that  check  cashing  did  not  need  to  be  regulated  in  Vir- 
ginia. VCCC  and  other  advocates  for  low-income  consumers  dis- 
agreed, for  a  variety  of  reasons. 

A  lot  of  what  happens  to  the  consumers  who  use  these  services 
is  caused  since  many  of  them  are  transient  and  low-income,  young 
military  people,  or  students.  They  do  not  have  bank  accounts  for 
a  variety  of  reasons.  Often,  the  fees  are  not  posted  and  people  do 
not  understand  what  they  are  paying.  They  do  not  realize  what  it 
would  cost  to  use  alternatives  or  even  what  some  of  the  alter- 
natives may  be.  (Dec.  1993,  ABA  Banking  Journal) 

In  Virginia,  we  have  had  significant  growth  of  a  second  line  of 
business,  the  payday  loans,  for  some  of  these  companies.  Since  No- 
vember 1992,  the  Virginia  attorney  general  has  filed  charges 
against  six  check-cashing  companies.  Two  of  those  have  been  set- 
tled, two  of  them  went  to  trial,  and  two  remain  open,  but  refunds 
of  over  $111,000  have  been  made  to  consumers.  (June  6,  1993, 
Washington  Post;  Sept.  23,  1993,  Daily  Press;  Nov.  26,  1992,  Daily 
Press) 

Basically,  what  happens  is  that  consumers  get  charged  interest 
rates  as  high  as  2,000  percent.  They  get  an  advance  amount  for 
their  paycheck,  and  the  interest  varies  depending  on  how  long  it 
is  held.  But  those  interest  rates  tend  to  be  quite  high. 

As  we  look  at  the  cost  of  cashing  checks,  the  check  cashers  tend 
to  cost  in  Virginia  anywhere  from  2  to  10  percent.  You  compare 
that  to  banks,  and  the  typical  fee  for  banks  for  cashing  checks  is 
somewhere  around  $3  to  $5  in  most  cases  (where  they  will  cash 
those  checks).  (Fall  1993,  Southern  Exposure) 
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Consumers  do  not  complain  about  these  costs,  because  the  con- 
sumers who  use  these  services  are  not  the  kinds  of  citizens,  they 
are  not  the  sophisticated  kind  of  consumers  who  tend  to  complain. 
They  also  look  at  it  as  being  a  situation  of  not  having  anywhere 
else  to  turn,  so  they  are  not  empowered  to  do  this  and  they  feel 
like  they  have  got  to  be  careful,  because  they  need  somewhere  to 
cash  their  check. 

My  dad  is  a  farmer  and  he  pays  his  workers  cash,  because  there 
is  nowhere  for  them  to  go  and  cash  those  checks.  So  I  know  that 
from  personal  experience,  as  well. 

As  we  look  at  the  legislation  proposed  by  Representative  Fields, 
the  changes  that  he  has  suggested  this  morning  are  ones  that  we 
absolutely  support.  In  addition  to  that,  we  believe  that  lines  of 
business  on  the  same  premises  should  be  restricted  to  things  which 
clearly  benefit  consumers.  Things  such  as  the  sale  of  lottery  tickets 
and  other  gambling  should  be  banned  from  these  locations.  But  the 
things  that  were  suggested  this  morning  are  ones  that  are 
excellent. 

Section  4  of  the  bill  requires  that  banks  cash  government  checks 
for  nondepositors,  and  that  is  an  excellent  requirement.  Banks 
should  also  be  required  to  publicize  the  availability  of  check- 
cashing  services.  Many  citizens  do  not  realize  that  this  is  a  possi- 
bility. I  have  never  seen  a  sign  saying  that  a  bank  would  cash 
checks.  Many  citizens  have  been  into  banks  and  been  turned  down, 
and  there  are  situations  where  they  are  turned  down  several  times, 
and  then  they  do  not  have  the  confidence  to  keep  going  and  they 
go  somewhere  else.  They  do  not  realize  that  people  would  cash 
them. 

We  also  need  to  be  concerned  about  paychecks,  as  well  as  govern- 
ment checks,  because  many  of  these  people  who  need  to  cash 
checks  are  employed,  and  this  is  something  that  is  not  covered. 

In  terms  of  section  5,  which  restricts  the  addresses  to  which 
checks  can  be  mailed  to,  maybe  the  thing  to  do  here  is  explicitly 
bar  mailing  checks  to  cashers.  The  ones  that  are  listed  may  limit 
some  of  the  accommodations  that  are  necessary  for  custodial  ar- 
rangements for  consumers,  and  so  this  should  be  considered. 

Ariother  thing,  in  section  7,  we  should  clarify  the  identification 
that  is  needed,  because  many  require  two  forms  of  identification, 
which  consumers  do  not  have.  In  addition,  the  basic  banking  fees 
are  what  are  really  causing  consumers  in  many  places  to  have  ac- 
cess problems.  Deposit  requirements  are  a  problem,  as  well,  but  the 
fees  are  going  up  in  tremendous  fashion,  not  just  the  bounced- 
check  charges.  I  found  in  our  most  recent  study  that  charges  for 
things  like  garnishment  and  levies  are  as  high  as  $50  or  $75  each, 
and  for  consumers  to  face  this  is  significant,  when  they  do  not  have 
funds  to  start  with. 

I  would  also  very  quickly  like  to  address  the  education  issue. 
This  is  important,  because  consumers  do  need  to  learn  how  to  use 
these  services. 

Thank  you  for  your  support  in  protecting  consumers  in  this  im- 
portant issue. 

[The  prepared  statement  of  Ms.  Irene  Leech  can  be  found  in  the 
appendix.] 
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Chairman  Kennedy.  Thank  you  very  much,  Dr.  Leech.  We  ap- 
preciate your  testimony  this  morning. 

Our  next  witness  is  Marie  Mann,  who  is  vice  president  of  com- 
munity development  and  consumer  compliance  at  Crestar  Bank,  in 
Washington,  DC.  Ms.  Mann  serves  as  the  CRA  officer  for  the 
Greater  Washington  area,  and  is  responsible  for  consumer  compli- 
ance regulations. 

We  are  looking  forward  to  hearing  your  testimony,  and  please 
proceed  for  5  minutes. 

STATEMENT  OF  MARIE  MANN,  CRA  COMPLIANCE  OFFICER, 
CRESTAR  BANK,  CONSUMER  BANKERS  ASSOCIATION 

Ms.  Mann.  Grood  morning,  Mr.  Chairman  and  members  of  the 
subcommittee. 

I  am  Marie  Mann,  and  I  serve  as  vice  president  for  community 
development  and  consumer  compliance  at  Crestar  Bank  here  in  the 
Greater  Washington  region.  I  am  testifying  here  today  on  behalf  of 
the  Consumer  Bankers  Association  [CBA].  The  Consumer  Bankers 
Association  appreciates  the  opportunity  to  testify  on  the  availabil- 
ity of  lifeline  banking  accounts  and  government  check-cashing 
services. 

Mr.  Chairman,  over  the  past  few  years,  banks  have  made  great 
progress  in  meeting  the  banking  needs  of  low-  and  moderate- 
income  consumers.  Studies  on  this  subject  over  the  last  10  years 
have  shown  a  steady  increase  in  the  availability  and  variety  of 
basic  banking  accounts.  More  and  more  banks  are  also  cashing  gov- 
ernment checks  for  noncustomers.  In  addition,  the  development  of 
new  technologies  for  delivering  government  benefits  is  also  provid- 
ing easier  and  safer  access  to  these  benefits  to  thousands  of 
recipients. 

Given  the  increased  availability  of  these  services  and  new  tech- 
nologies, CBA  believes  that  legislation  to  require  that  banks  offer 
these  services  is  not  necessary.  In  1985,  CBA  conducted  a  survey 
of  150  of  the  Nation's  leading  banks.  The  results  of  that  survey 
showed  that  74  percent  of  those  institutions  offered  some  form  of 
a  free  or  low-cost  transaction  account. 

Last  year,  CBA  conducted  another  survey.  The  results  of  the 
1993  survey  indicated  that  95  percent  of  the  respondents  offered 
basic  banking  accounts.  In  the  survey,  only  accounts  that  were 
truly  low-cost  qualified  as  basic  banking  accounts.  For  example,  the 
average  fixed  monthly  fee  for  these  accounts  was  $3.14.  Most  insti- 
tutions did  not  impose  minimum  balance  requirements,  and  of  the 
institutions  that  did  require  minimum  opening  deposits,  the  aver- 
age required  deposit  was  about  $59. 

While  the  majority  of  banks  offering  these  accounts  restrict  the 
number  of  free  checks  per  month,  some  offer  unlimited  free  check- 
writing  privileges.  The  bank  for  which  I  work,  Crestar,  has  offered 
a  basic  banking  account  since  1986.  Over  58,000  Crestar  customers 
utilize  this  account,  which  we  call  our  budget  account.  There  is  no 
minimum  daily  balance  required  for  this  accoimt,  and  the  customer 
is  allowed  to  write  6  free  checks  per  month.  Each  additional  check 
is  50  cents.  We  have  found  that  the  average  monthly  balance  for 
this   account  is   about   $190.    Customers   get  government   checks 


22 

cashed    vsdthout    a    fee.    We    also    cash    government    checks    for 
noncustomers.  We  charge  about  $3  per  check  for  this  service. 

I  would  like  to  respond  to  one  of  the  questions  you  asked  in  your 
letter  to  me,  and  that  is  regarding  government  checks.  The  average 
amount  of  a  government  check  that  we  cash  is  $600,  and  we  cash 
about  36,000  of  those  checks  a  year.  Crestar  does  make  a  concerted 
effort  to  keep  track  of  people  who  utilize  our  government  check- 
cashing  services.  If  a  person  cashs  more  than  2  or  3  government 
checks,  we  encourage  them  to  open  an  account  and  to  consider 
using  direct  deposit. 

Let  me  talk  for  just  a  moment  about  community  outreach  and 
education,  Crestar  has  sponsored  "How  to  Do  Your  Banking"  in  the 
Greater  Washington  region,  at  an  annual  cost  of  over  $25,000.  We 
reached  18,000  students  at  300  high  schools.  Crestar  sponsors  bank 
fairs  each  year,  generally  cosponsored  by  community  based  organi- 
zations in  underserved  neighborhoods.  Our  last  bank  fair,  held  on 
December  11,  drew  85  participants.  We  print  and  distribute  to  our 
extensive  branch  network  consumer  education  brochures  on  check- 
ing accounts,  savings  products  and  credit,  all  in  Spanish  and  Eng- 
lish. In  the  Greater  Washington  region  alone,  we  spend  over 
$25,000  each  year  for  nontraditional  advertising  geared  to  the  low- 
to  moderate-income  consumers. 

Another  way  that  the  industry  is  working  to  provide  banking 
services  to  low-  and  moderate-income  people  is  through  electronic 
benefits  transfer  or  EBT.  The  Federal  Government  has  undertaken 
a  number  of  initiatives  designed  to  create  a  nationwide  system  to 
deliver  government  benefits  electronically.  Vice  President  Gore  has 
made  this  a  priority  for  his  national  performance  review. 

A  nationwide  EBT  Program  will  greatly  improve  the  quality  of 
service  to  recipients  of  government  benefits,  making  the  delivery  of 
these  benefits  safer  and  more  efficient.  Once  introduced  to  banking 
through  EBT,  we  anticipate  that  many  recipients  will  become  bank 
customers. 

In  conclusion,  Mr.  Chairman,  the  Consumer  Bankers  Association 
believes  that  a  wide  variety  of  options,  including  basic  banking  ac- 
counts, bank  check-cashing  services  and  electronic  benefits  transfer 
are  available  for  low-  and  moderate-income  people.  The  majority  of 
institutions  provide  assistance  to  consumers  who  are  unsure  of  now 
to  open  or  how  to  manage  a  checking  account.  We  remain  commit- 
ted to  identifying  new  programs  to  improve  the  banking  industry's 
ability  to  meet  the  needs  of  low-  and  moderate-income  consumers. 
We  do  not  believe  that  congressionally  designed  and  mandated 
services  are  necessary. 

We  thank  you  for  this  opportunity  to  present  our  views. 

[The  prepared  statement  of  Ms.  Marie  Mann  can  be  found  in  the 
appendix.] 

Chairman  Kennedy.  Thank  you  very  much,  Ms.  Mann.  We  ap- 
preciate your  testimony. 

Our  final  witness  this  morning  is  Deepak  Bhargava,  who  is  the 
legislative  director  of  ACORN,  the  Association  of  Community  Orga- 
nizations for  Reform  Now. 

ACORN  has  a  long  history  of  working  to  promote  basic  banking 
services  to  low-  and  moderate-income  neighborhoods.  Mr. 
Bhargava,  we  thank  you  very  much  for  all  the  work  that  you  have 
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done  over  the  last  several  years  in  helping  to  assist  us  with  getting 
the  consumers'  perspective  on  many  issues.  We  thank  you  for  your 
efforts  and  look  forward  to  your  testimony  this  morning.  Please 
proceed  for  5  minutes. 

STATEMENT  OF  DEEPAK  BHARGAVA,  LEGISLATIVE  DIRECTOR, 
ASSOCIATION  OF  COMMUNITY  ORGANIZATIONS  FOR  RE- 
FORM NOW  [ACORN] 

Mr.  Bhargava.  Thank  you,  Mr.  Chairman. 

Unfortunately,  we  have  a  long  history  of  trying  to  move  this  leg- 
islation, as  you  are  well  aware.  It  has  been  around  for  a  while. 

The  problem  of  access  to  basic  financial  services  has  reached  cri- 
sis proportions.  It  is  generally  accepted  that  about  20  percent  of 
American  families  have  no  banking  relationship  whatsoever,  and 
the  problem  is  getting  worse. 

The  Federal  Reserve  survey  of  consumer  finances  found  in  1977 
that  27  percent  of  low-income  families  had  no  account.  This  in- 
creased to  36  percent  in  1983.  Interestingly,  the  Fed  stopped  mak- 
ing this  type  of  data  available  in  1989,  but  did  report  that  families 
with  low  incomes  experienced  a  large  decline  in  account  ownership 
over  that  period. 

Predictably,  account  ownership  is  closely  correlated  with  race, 
ethnicity,  and  income.  According  to  the  1989  survey  of  consumer  fi- 
nances, fully  55.4  percent  of  minority  families  have  no  checking  ac- 
count, compared  to  20.1  percent  of  white  families. 

Restrictive  account  terms  and  the  high  fees  associated  with  basic 
transactions  for  consumers  with  low  balances  are  the  primary 
cause  for  the  proliferation  of  check-cashing  outlets  and  the  decline 
in  account  ownership  among  low-  and  moderate-income  households. 

The  two  features  of  accounts  offered  by  depository  institutions 
that  serve  as  the  greatest  barriers  to  holding  accounts  are  high 
minimum  balance  requirements  and  high  overdrafl  charges.  Banks 
generally  charge  a  significant  monthly  maintenance  fee  for  account 
holders  who  maintain  less  than  a  certain  balance  each  month,  gen- 
erally between  $500  and  $1,000.  In  terms  of  high  overdrafl 
charges,  the  Bank  Administration  Institute  estimates  that  a 
bounced  check  costs  approximately  $1.32  for  a  bank  to  process.  Yet, 
the  Consumer  Federation  found  that  the  average  bounced  check  fee 
is  around  $18.35,  an  increase  of  over  21  percent  over  1990  levels. 
CFA  found  that  large  banks  marked  up  fees  over  cost  by  971 
percent. 

Bankers  claim  that  high  fees  represent  a  deterrence  to  bouncing 
checks.  In  reality,  for  low-  and  moderate-income  families,  they  rep- 
resent a  deterrent  to  opening  an  account.  While  there  is  not  any 
evidence  that  low-income  families  bounce  checks  more  oflen  than 
others,  the  fees  are  clearly  disproportionately  borne  by  these 
consumers. 

The  banking  trade  associations  have  consistently  argued  that 
most  banks  offer  some  type  of  lifeline  account  and,  therefore,  that 
no  legislation  in  this  area  is  necessary.  The  so-called  fact  generally 
is  based  on  self-selecting  voluntary  surveys  conducted  by  trade  as- 
sociations which  ask  bankers  if  they  offer  anything  that  they  con- 
sider to  be  a  no-frills  basic  banking  account. 
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In  fact,  what  some  banks  call  no-frills  accounts  are  not  affordable 
to  low-income  families.  CFA  found  that,  while  59  percent  of  banks 
it  surveyed  offered  a  no-frills  account,  the  average  cost  to  consum- 
ers of  these  accounts  was  annually  $136.30.  So-called  no-frills  ac- 
counts often  have  high  minimum  balance  requirements,  require 
high  initial  deposits,  have  high  overdraft  fees,  involve  discrimina- 
tion in  terms  of  access  to  tellers  and  other  services,  or  have  unrea- 
sonable restrictions  on  the  number  of  monthly  transactions  that 
can  be  conducted  by  the  consumer. 

Let  me  make  the  point  that,  through  CRA,  banks  have  under- 
taken basic  banking  and  government  check  cashing  as  a  way  of 
bringing  people  into  the  institutions  to  generate  a  higher  low  appli- 
cation volume.  And  I  suspect  that  you  would  find  that  the  institu- 
tions that  are  doing  the  best  job  in  meeting  their  CRA  obligations 
are  generally  those  that  are  using  basic  banking  and  government 
check-cashing  services  as  a  marketing  tool. 

In  conclusion,  let  me  say  that  we  wholeheartedly  endorse  H.R. 
1448  and  H.R.  2350  sponsored  by  Congressman  Torres,  that  would 
require  banks  to  offer  basic  banking  services  and  to  cash  govern- 
ment checks.  Let  me  add  that  we  oppose  mandatory  direct  deposit 
as  a  feature  of  this  legislation.  This  should  be  a  choice  of  the 
consumer. 

Finally,  let  me  just  say  that  confidence  in  the  banking  system  for 
the  folks  that  I  represent  does  not  really  rest  on  kind  of  arcane  is- 
sues of  the  regulation  of  derivatives  or  the  repeal  of  Glass-Steagall 
or  other  things  that  tend  to  consume  the  time  of  this  subcommittee, 
but  really  on  the  extent  to  which  banks  are  meeting  the  very  basic 
needs  of  the  public.  At  this  point,  the  banking  industry  is  failing 
that  test  of  public  confidence,  indeed  is  gouging  working-class  peo- 
ple in  this  country,  and  that  is  not  a  situation  that  can  continue 
indefinitely.  So  I  hope  we  can  get  this  legislation  done  this  session. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Bhargava  can  be  found  in  the 
appendix.] 

Chairman  KENNEDY.  Thank  vou,  Mr.  Bhargava. 

I  want  to  be  very  brief  and  tnen  turn  my  time  over  to  Mr.  Fields. 

I  was  interested  in  the  issue  that  Mr.  von  Nostitz  raised.  It 
sounds  somewhat  similar  to  some  of  the  mortgage  scam  problems 
that  we  have  seen,  where  some  of  the  biggest  banks  in  the  countrv 
actually  provide  credit  to  ripoff  artists,  not  all  of  whom,  as  Mr.  Sil- 
verman pointed  out,  are  in  this  industry,  but,  as  I  am  sure  he 
would  recognize,  as  well,  do  exist  in  this  industry. 

Could  you  tell  us  a  little  bit  more  about  the  relationship  between 
the  banks  and  the  check  cashers  themselves?  As  I  understand  it, 
you  were  saying  banks  charge  an  average  check  casher  somewhere 
around  $3,000  or  $4,000  a  month. 

Mr.  VON  Nostitz.  Well,  basically,  they  finance  the  check  cashers. 
You  have  to  have  a  line  of  crediL  if  you  want  to  open  a  check- 
cashing  outlet,  and  you  get  that  from  a  bank  in  New  York.  The 
largest  bank  involved  in  this  is  Chemical  Bank.  Citibank  does  some 
of  this,  and  also  European-American  Bank.  So,  clearly,  it  would  not 
exist  but  for  banks. 

We  also  did  point  out  that  banks  have  gotten  out  of  the  business 
in  New  York  City  of  processing  or  redeeming  welfare  checks,  and 
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that  has  been  basically  passed  over  to  the  check-cashing  industry 
in  New  York.  Almost  all  public  assistance  benefits  in  New  York 
City  are  now  provided  through  check-cashing  outlets,  rather  than 
through  banks,  and  that  happened  in  the  early  1980's.  So  that  is 
the  second  way  really  that  they  have  gotten  out  of  these  businesses 
and  helped  encourage  the  growth  of  the  check-cashing  industry. 

Chairman  KE^fNEDY.  Thank  you  very  much. 

Mr.  Fields. 

Mr.  Fields.  Thank  you,  Mr.  Chairman. 

If  I  may,  I  would  like  to  ask  Mr.  Silverman  a  question.  I  noticed 
your  testimony  today  is  the  exact  testimony  of  about  10  months 
ago,  on  June  29.  That  is  all  right,  other  than  there  have  been  sub- 
stantial changes  between  June  and  April.  I  just  wanted  to  know, 
have  you  had  an  opportunity  to  see  any  of  the  changes  that  we 
have  made  in  the  other  subcommittee? 

Mr.  Silverman.  We  have  worked  very  closely  with  your  office, 
and  nothing  has  been  formally  submitted  to  our  organization  hav- 
ing to  do  with  any  of  the  changes  or  compromises  that  you  had  sug- 
gested today,  and  there  has  been  no  agreement  whatsoever  even 
discussed  regarding  some  of  these  proposed  changes. 

Mr.  Fields.  I  am  not  looking  for  an  agreement,  as  much  as  I  am 
trying  to  find  out  the  thinking  of  the  check-cashing  community.  It 
is  my  understanding  that,  even  in  your  own  testimony,  you  testi- 
fied that  many  check  cashers  charge  a  certain  percentage,  and  one 
of  the  problems  you  had  was  having  a  Federal  or  State  mandate. 
Is  that  your  problem?  Can  you  just  tell  me  your  problem  in  terms 
of  putting  a  cap  on  how  much  a  person  can  charge?  Second,  do  you 
think  that  there  are  check  cashers  who  charge  unconscionable  fees 
in  America? 

Mr.  Silverman.  Our  industry's  position  has  been  clearly  stated, 
and  I  will  restate  it  here.  Rate  regulation  is  a  State-by-State  issue. 
Rates  that  are  charged  in  one  State  are  very  dependent  upon  the 
costs  of  doing  business  in  that  State.  The  costs  of  rent  in  New  York 
and  the  costs  of  rent  in  Chicago  might  be  comparable,  but  the 
amount  of  volume  that  is  handled  in  those  particular  States,  be- 
cause of  licensing  and  regulation,  differs  substantially.  The  costs  of 
operating  a  check-cashing  store  in  California  versus  your  State  are 
substantially  different. 

There  has  been  extensive  hearings  in  11  States  throughout  this 
country.  Thirty-five  of  the  States  in  this  country  presently  have  a 
check-cashing  industry.  Eleven  States  have  already  dealt  with  reg- 
ulation, and  numerous  States  already  have  a  wide  variety  of  dif- 
ferent rate  regulations.  I  could  submit  that  for  the  record,  if  you 
are  interested. 

The  rates  in  those  11  States  vary  dramatically  from  your  pro- 
posal of  one  set  rate.  The  rate  that  you  have  suggested  in  your  bill 
is  lower  than  any  other  rate  that  is  presently  in  effect  or  has  ever 
been  in  effect,  after  extensive  analysis  and  extensive  public 
hearings. 

Mr.  Fields.  That  is  one  of  the  reasons  why  I  wanted  to  make  you 
aware  of  some  changes  in  H.R.  1448,  because  I  think  we  are  saying 
the  same  thing.  According  to  your  testimony,  you  agree  with  some 
of  the  things  I  have  done  in  amending  the  bill  to  conform  with 
some  of  the  concerns  that  you  have. 
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One,  you  are  of  the  opinion  that  the  Federal  Government  ought 
not  mandate  any  particular  rate.  I  agree  with  you,  and  that  is  why 
we  have  amended  the  bill  and  are  in  the  process  of  amending  it, 
rather  to  let  each  State  regulate  its  own  check-cashing  industry, 
because  I  do  agree  with  you  that  there  are  different  rates  in  dif- 
ferent places,  based  on  geographic  area  and  things  of  that  nature. 

Second,  you  mentioned  that  the  minimum  amount,  the  amount 
of  money  in  the  bill,  the  State  will  then  be  able  to  decide  how  much 
one  can  charge.  Under  that  scenario,  you  would  not  have  any  oppo- 
sition to  the  Bill,  would  you? 

Mr.  Silverman.  We  believe  that  the  State  should  determine 
whether  they  should  regulate  rates,  period.  It  should  not  be  man- 
dated or  recommended  by  the  Federal  Government  that  a  rate 
structure  be  put  into  effect.  It  is  a  State-by-State  process,  gmd  that 
process  is  working.  Our  industry  is  approximately  10  vears  old. 
Within  the  last  5  or  6  years,  11  States  have  dealt  with  the  regula- 
tion issue. 

In  your  State,  a  bill  was  presented  and  the  State  determined 
that  regulation  within  your  State  was  not  necessary.  States  have 
the  opportunity  to  address  the  situation,  and  States  are  currently 
addressing  the  situation.  In  addition,  our  industry  is  becoming  very 
proactive.  We  have  introduced  legislation  in  Florida  having  to  do 
with  regulation  of  our  industry  and  rate  control.  The  Florida  asso- 
ciation has  become  very  proactive. 

In  response  to  your  question  about  gouging,  our  company  has 
been  in  business  for  30  years.  We  have  locations  in  Illinois,  Califor- 
nia, and  Texas.  I  most  recently  was  in  San  Antonio,  Texas,  on  Mon- 
day and  Tuesday  of  this  week,  where  there  are  tremendous  com- 
petitive pressures  within  that  town.  Check  cashing  is  being  pro- 
vided through  banks,  grocery  stores,  liquor  stores,  common  retail- 
ers. 

K-Mart  and  Wal-Mart  have  now  entered  the  marketplace  and  are 
offering  check  cashing  at  no  cost.  So  there  are  tremendous  competi- 
tive pressures  within  that  marketplace  that  have  resulted  in  our 
company  taking  the  position  of  dropping  rates.  In  addition  to  that, 
we  are  also  offering  different  promotions  to  the  consumer.  We  have 
one  special  right  now,  where  we  have  dropped  our  prices  to  1  per- 
cent and  we  are  giving  away  a  free  loaf  of  bread.  We  are  very,  very 
competitive  within  the  marketplace. 

Sure,  you  have  isolated  situations  where  there  is  an  example  of 
gouging.  For  example,  in  the  State  of  New  York,  I  believe  Mr. 
Flake  mentioned  a  situation  where  someone  was  charged  20  per- 
cent. New  York  is  one  of  the  highest  regulated  States  in  this  coun- 
try. So  regulation  is  not  necessarily  the  answer. 

The  consumer  has  a  choice.  The  consumer  has  consumer  aware- 
ness. If  bank  fees  are  so  high,  the  consumer  then  has  the  choice 
of  coming  to  us.  If  our  fees  are  so  high,  the  consumer  has  other 
choices.  The  consumers  are  very,  very  knowledgeable,  and  you  have 
to  give  the  consumer  credit  for  the  different  choices  the  consumer 
has  out  there. 

Mr.  Fields.  Thank  you. 

Chairman  Kennedy.  Thank  you  very  much,  Mr.  Fields. 

Mr.  McCandless. 

Mr.  McCandijcss.  Thank  you. 
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Mr.  von  Nostitz,  across  the  river  in  New  Jersey,  they  have  laws 
which  require  depository  institutions  to  provide  basic  banking  serv- 
ices to  individuals,  either  by  statute  or  certified  by  the  State.  Has 
this  worked? 

Mr.  VON  Nostitz.  I  understand  that  New  Jersey  Public  Interest 
Research  Group  has  been  somewhat  critical  of  the  New  Jersey  life- 
line law  as  not  being  that  much  of  a  lifeline,  and  that  the  fees  real- 
ly are  not  all  that  low,  when  it  comes  right  down  to  it.  So  I  do  not 
tnink  it  has  really  had  that  impact. 

We  just  also  point  out  that  it  is  not  just  a  matter  of  checking  ac- 
counts that  we  are  concerned  with  here,  basic  banking  accounts, 
which  are  checking  accounts,  but  lower  cost  savings  accounts  are 
also  importsint.  Many  savings  accounts,  at  least  in  New  York  City, 
have  very  high  fees  and  certainly  are  a  deterrent  to  people  opening 
a  savings  account. 

Mr.  McCandless.  I  read  that  in  your  statement  about  savings 
accounts  having  fees.  Would  you  explain  that  to  me? 

Mr.  VON  Nostitz.  For  example,  I  believe  it  is  $15  a  quarter  at 
Chase  Manhattan  Bank,  unless  you  keep  I  believe  the  amount  is 
$1,000.  Unless  you  keep  $500,  you  will  lose  your  interest.  So  that 
is  a  deterrent  to  someone  with  a  modest  balance  of  a  few  hundred 
dollars  opening  up  an  account.  If  they  do  not  keep  adding  to  it,  by 
the  end  of  the  year  there  will  be  some  erosion,  and  a  few  years  it 
will  be  significantly  eroded. 

Mr.  McCandless.  Is  that  an  institution-wide  rule? 

Mr.  VON  Nostitz.  Yes. 

Mr.  McCandless.  We  do  not  have  that  in  California,  not  to  my 
knowledge,  in  any  of  the  banking  institutions  that  I  am  aware  of. 
That  is  why  I  ask  you  the  question, 

Mr.  Silverman,  I  have  two  areas  I  would  like  to  discuss  with  you. 
First,  are  fees  higher  or  lower  in  States  where  fees  are  regulated? 

Mr.  Silverman.  It  goes  both  ways.  Regulation  is  a  means  of 
identifying  our  industry,  requirements  of  full  disclosure  of  owner- 
ship, funding,  and  background  checks.  Regulated  States,  depending 
upon  the  particulars  of  the  State,  are  higher  or  lower  than  the  av- 
erage of  the  country. 

Mr.  McCandless.  Now,  in  the  case  of  fees,  are  they  higher  or 
lower  for  government  checks  versus  personal  checks? 

Mr.  Silverman.  Check  cashing  is  a  risk  analysis  situation, 
whether  that  piece  of  paper  that  has  been  presented  to  you  is  going 
to  actually  be  honored  by  the  bank  once  it  is  deposited.  A  personal 
check  is  a  high-risk  item  to  cash,  because  typically  personal  checks 
are  low  dollar  amount  checks  that  we  have  high  incidence  of  re- 
turns on,  $15,  $25,  or  $30  personal  checks.  Because  of  the  return 
processing  charges  and  because  of  the  costs  of  collections,  there 
tends  to  be  a  higner  rates  charged  for  that  particular  check. 

Although  a  government  check  is  one  of  the  highest  risk  checks 
to  cash  in  this  country— and  let  me  explain  that  for  a  moment.  The 
reason  that  a  government  check  is  the  highest  risk  check  to  cash 
in  the  country  is  because  it  is  sent  through  the  U.S.  mail.  A  mail 
delivery  system  of  a  governmental  benefit  leads  to  issues  of  non- 
delivery to  the  proper  person.  Money  is  being  put  into  mailboxes. 
Money  is  being  put  into  postal  boxes  that  can  be  easily  converted, 
by  obtaining  identification,  denoting  that  you  are  the  payee  on  the 
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instrument,  and  that  check  then  can  be  cashed  at  a  bank,  it  can 
be  cashed  at  a  check  casher  or  a  grocery  store  or  any  other  method 
of  getting  into  the  stream  of  commerce.  So  it  is  the  highest  risk 
check  out  there. 

Part  of  the  delivery  systems  that  are  now  in  place,  where  govern- 
ment checks  are  delivered  directly  to  check-cashing  entities  or 
other  networks  for  delivery,  get  these  checks  out  of  the  mail  system 
and  reduce  risk  and  reduce  loss  to  the  States  and  Federal 
Grovemment. 

Mr.  McCandless.  Thank  you.  I  am  running  out  of  time  here, 
and  I  have  some  other  questions. 

Dr.  Leech,  we  tried  to  address  through  the  Bank  Enterprise  Act 
by  rewarding  depository  institutions  with  lower  insurance  pre- 
miums, in  return  for  offering  lifeline  accounts.  Do  you  support 
that? 

Ms.  Leech.  Absolutely. 

Mr.  McCandless.  Why  is  it  not  working? 

Ms.  Leech.  I  think  a  lot  of  the  reason  it  is  not  working  is  that 
a  lot  of  the  consumers  who  need  the  accounts  do  not  have  a  tradi- 
tion of  working  with  banks.  They  do  not  know  how  to  do  that.  They 
have  not  had  the  positive  experiences,  and  we  have  not  gotten 
them  in  there  to  do  it  so  far.  They  also  do  not  know  how  to  handle 
the  accounts,  and  the  fees,  particularly  for  bounced  checks  and  so 
forth,  if  vou  make  a  subtraction  error,  you  can  end  up  with  sub- 
stantial fees  and  for  someone  who  is  only  living  on  several  hundred 
dollars  a  month,  that  can  do  them  in.  And  that  is  one  of  the  con- 
cerns for  them. 

Mr.  McCandless.  I  have  one  more  question,  for  Ms.  Mann.  It 
has  been  said  by  others  on  the  panel  that  some  banks  call  no-frills 
accounts,  what  they  call  no-frills  accounts,  I  should  say,  are  not  af- 
fordable to  low-  and  moderate-income  families.  How  would  you  re- 
spond to  that? 

Ms.  Mann.  I  can  tell  you  that  is  counter  to  the  experience  we 
have  in  the  Greater  Wasnington  region,  where  I  have  a  great  deal 
of  knowledge  about  our  institution  and  our  competitors.  It  is  also 
counter  to  the  results  of  the  survey  that  we  conducted.  We  only 
took  into  account  those  responses  where  there  was  truly  a  low-cost 
associated  with  maintaining  the  account,  and  the  average  fee  for 
that  was  $3.14. 

Mr.  McCandless.  Thank  you.  My  time  is  up. 

Thank  you,  Mr.  Chairman. 

Mr.  Fields  [presiding].  Mr.  Hinchey,  do  you  have  any  questions? 

Mr.  Hinchey.  Mr.  von  Nostitz,  who  owns  the  check-cashing  es- 
tablishments in  New  York  City? 

Mr.  VON  Nostitz.  Some  of  them  are  small  mom-and-pop  oper- 
ations, but  I  do  not  think  that  is  the  majority  of  them.  For  the  most 
part,  they  are  small  chains  of  6,  10,  12  outlets.  There  is  one  cor- 
poration, the  Pay-0-Matic  Co.,  wliich  does  own  over  100  locations 
in  New  York  City,  and  that  would  be  about  20  percent  of  the  total. 

Mr.  Hinchey.  Are  there  other  attempts  being  made  to  consoli- 
date this  industry  or  influence  it  in  any  way? 

Mr.  VON  Nostitz.  We  understand  that  is  a  trend  that  is  starting 
to  happen.  I  have  heard  that  some  company  from  Chicago  is  com- 
ing into  New  York  and  trying  to  get  check-cashing  licenses  and  to 
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buy  up  existing  outlets,  so  that  does  appear  to  be  something  that 
is  beginning  to  happen. 

Mr,  HiNCHEY.  Ms.  Leech  in  her  testimony  talked  about  rates  that 
are  being  charged,  and  she  said  in  the  case  of  New  York  City,  for 
example,  a  $500  Social  Security  check,  the  charge  for  cashing  that 
check  would  be  $3.85,  and  for  a  $369  AFDC  check  in  New  York, 
the  fee  for  cashing  that  check  would  be  $2.87.  Is  that  approxi- 
mately correct? 

Mr.  VON  NOSTITZ.  That  is  about  right,  yes. 

Mr.  HiNCHEY.  That  is  substantially  less  than  1.5  percent,  though, 
isn't  it? 

Mr.  VON  NOSTITZ.  Yes,  a  little  bit,  yes. 

Mr.  HiNCHEY.  Well,  it  would  seem  to  me  to  be  about  less  than 
1  percent. 

Mr.  VON  NosTITZ.  That  is  right. 

Mr.  HiNCHEY.  Is  that  the  typical  fee  that  is  charged  for  these 
checks  in  New  York? 

Mr.  VON  NOSTITZ.  In  New  York,  1.1  percent  is  the  statutory  and 
regulatory  limit,  and  they  are  subject  to  it,  of  course,  whether  it  is 
arrangements  made  with  various  employers,  who  charge  a  flat  fee, 
say  $1.50  per  check.  But  it  is  1.1  percent. 

Mr.  HiNCHEY.  Mr.  Silverman,  you  noted  in  your  testimony  that 
the  fees  in  the  bill,  although  apparently  that  has  been  changed 
now,  that  the  fees  that  were  in  the  original  bill  of  Mr.  Fields  were 
substantially  too  low.  Is  that  the  point  you  were  making,  you 
thought  that  they  were  too  low? 

Mr.  Silverman.  The  point  I  was  making  is  that  I  felt  that  any 
suggestion  of  any  rates  is  a  State  issue,  and  that  after  an  analysis 
of  the  cost  factors  of  that  market  the  rate  could  be  determined. 

Mr.  HiNCHEY.  Well,  in  the  case  of  New  York,  you  have  the  rate 
of  1.1  percent,  and  the  cost  of  doing  business  in  New  York  City  is 
substantially  greater  than  it  would  be  in  New  Orleans.  The  cost  of 
doing  business  in  New  York  State  is  substantially  greater  than  it 
is  in  Louisiana. 

Yet,  in  the  case  of  Louisiana,  we  heard  from  Mr.  Fields  in  his 
testimony  earlier  today  that  the  rates  customarily  charged  there 
are  minimally  3  percent,  and  frequently  go  substantially  higher 
than  that.  So  it  would  seem  that  something  else  is  at  play  here 
other  than  the  cost  of  doing  business  in  these  various  communities. 

Mr.  Silverman.  New  York  is  a  very  unique  industry.  It  has  been 
an  industry  that  has  been  in  place  for  15-20  years,  if  not  longer, 
and,  as  a  result  of  that,  there  are  many  additional  programs  that 
have  been  brought  into  the  check-cashing  stores.  There  is  a  lot 
higher  volume  of  business  that  goes  through  these  stores  in  rela- 
tionship to  stores  in  Louisiana. 

Some  of  the  information  on  Louisiana  I  beg  to  differ  with.  I  know 
that  there  are  large  company  operations  in  Louisiana  where  3  per- 
cent rates  are  not  the  norm,  and  I  think  there  is  some  misconcep- 
tion between  a  rate  charged  on  a  personal  check  versus  a  rate 
charged  on  a  government  check.  I  am  also  somewhat  concerned 
about  the  information  obtained  or  the  reasons  why  a  consumer 
would  even  think  about  paying  a  $50  fee  on  a  $400  check.  It  just 
does  not  smell  right,  and  it  would  be  very  interesting  to  find  out 
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the  particular  facts  of  that  situation  and  submit  a  response  to  Mr. 
Fields  to  see  if  we  can  clear  that  up. 

Maybe  there  is  an  isolated  case  of  rate  gouging,  but  I  know  in 
the  marketplaces  that  I  operate,  there  is  tremendous  competition, 
and  that  competition  allows  the  consumer  to  go  from  place  to  place, 
if  they  do  not  have  competitive  pricing  or  if  they  do  not  receive 
good  servnce. 

Mr.  HiNCHEY.  Well,  this  may  be  appropriately  something  for  your 
industry  to  look  into,  because  it  would  seem,  based  upon  the  expe- 
rience of  Mr.  Fields  and  others  and  some  experience  that  I  have 
had,  also,  that  this  is  a  problem  that  does  exist  and  that  people  are 
being  charged  usurious  rates  for  the  cashing  of  checks  in  those  in- 
stances when  they  can  cash  them.  There  are  a  number  of  examples 
like  that. 

In  the  case  of  Louisiana,  according  to  the  testimony  of  Mr. 
Fields,  a  percent  charge  was  a  minimum  charge.  A  number  of  other 
instances  he  related  talked  about  fees  being  charged  at  a  much 
greater  level.  The  3  percent  I  would  assume  would  be  the  easiest 
check  to  cash,  the  check  that  would  be  the  most  guaranteed  check. 
So  if  you  have  a  situation  where  people  are  being  charged  3  percent 
in  Louisiana  for  a  service  that  is  being  charged  a  little  over  1  per- 
cent in  New  York,  it  seems  that  there  is  some  room  here  for  some 
Federal  Grovernment  regulation,  because  that  kind  of  disparity 
frankly  to  me  just  does  not  make  any  sense. 

Mr.  Silverman,  As  I  have  statea  for  the  record,  market  condi- 
tions and  costs  of  operations  determine  pricing.  Factors  in  New 
York,  the  type  of  business,  the  volume  of  business,  the  amount  of 
business  is  far  different  than  in  other  areas  in  this  country. 

For  example,  Los  Angeles,  which  has  as  much  density  as  New 
York  City,  the  rates  through  after  rate  regulation  are  3  and  3.5 
percent.  Costs  of  rent  security  and  crime  costs  are  equivalent  be- 
tween the  two  cities.  But  there  are  definite  differences  in  the 
marketplace. 

Mr,  HiNCHEY.  That  is  my  point.  If  you  can  make  a  profit  in  New 
York  charging  1  percent,  with  the  cost  of  doing  business  in  New 
York  being  what  it  is,  I  do  not  believe  that  you  are  going  to  make 
up  that  difference  simply  in  volume.  That,  to  me,  does  not  make 
any  sense,  frankly. 

Mr.  Silverman.  As  a  businessman,  volumes  makes  all  the  dif- 
ference in  the  world,  sir. 

Mr.  HiNCHEY.  Thank  you. 

Mr.  Fields.  The  gentleman  from  North  Carolina,  Mr.  Watt. 

Mr.  Watt.  Thank  you,  Mr.  Chairman. 

Unfortunately,  we  were  in  a  markup  of  the  Assault  Weapons  bill 
in  Judiciary,  and  I  was  not  able  to  get  here  to  hear  the  testimony, 
so  I  do  not  have  any  questions. 

Thank  you. 

Mr.  Fields.  Thank  you,  Mr.  Watt. 

Let  me  ask  one  or  two  additional  questions.  First,  Mr.  Silverman, 
you  mentioned  that  government  checks  are  high-risk  checks.  What 
is  the  default  rate  of  government  checks? 

Mr.  Silverman.  It  is  not  an  issue  of  default.  It  is  the  risk 

Mr,  Fields,  What  is  the  issue? 
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Mr.  Silverman.  It  is  the  risk  that  the  endorsement  on  the  check 
of  the  payee  is  not  in  fact  the  actual  payee.  There  is  a  process  that 
a  recipient  of  a  government  check  can  file  an  unsupported  affidavit 
of  forgery  for  a  2-year  period  after  a  check  is  in  fact  cashed,  and 
whoever  cashed  that  check  then  has  that  check  returned  through 
the  banking  system  and  demand  is  made  for  payment  of  that  check 
based  on  an  affidavit  of  forgery  being  filed.  There  is  no  investiga- 
tion whatsoever  being  done  on  the  affidavit  of  forgeries,  and  it  is 
an  extremely  high-risk  situation. 

The  other  situation  on  government  checks  which  is  a  tremendous 
risk 

Mr.  Fields.  I  really  understand  all  of  that.  For  the  record,  what 
is  the  default  rate?  How  many  checks  come  back  from  the  Federal 
Government?  How  many  checks  are  no  good?  I  mean  what  percent- 
age do  you  have? 

When  you  make  the  statement  that  government  checks  are  such 
a  high  risk  instrument  to  deal  with,  other  than  the  supporting  in- 
formation you  just  gave,  and  we  all  know  about  that,  but  I  want 
to  know  how  many  checks  come  back  fi-om  the  Federal  Govern- 
ment? How  many  checks  does  your  business  lose  as  a  result  of 
cashing?  How  much  business  does  it  lose  as  a  result  if  cashing  gov- 
ernment checks? 

Mr.  Silverman.  Fifty  percent  of  the  actual  check  losses  that  our 
company  incurs  in  the  three  States,  are  government  related  checks 
that  are  sent  through  the  mail. 

Mr.  Fields.  When  you  say  government  related 

Mr.  Silverman.  AFDC,  general  relief,  Social  Security,  VA,  any- 
thing either  with  a  State  or  Federal  disbursement  system. 

Mr.  Bhargava.  Congressman,  if  I  could  respond  to  that  very 
quickly,  the  GAO  study  was  issued  twice  and  found  that  the  inci- 
dence of  fraud  involving  government  checks  was  in  fact  extraor- 
dinarily low,  and  the  reason  that  it  may  represent  a  high  percent- 
age of  losses  in  the  gentleman's  area  is  simply  that  a  lot  of  people 
have  government  checks  that  they  cash  and  it  is  a  higher  percent- 
age of  their  business.  We  have  been  around  this  issue  of  fi'aud 
many  times  before,  and  the  experience  to  date  has  been  that  it  is 
extremely  low. 

Mr.  FcELDS.  Of  that  50  percent,  how  much  is  fraud  and  how 
much  of  it  would  be  contributed  to  other  factors? 

Mr.  Silverman.  Our  companies  have  procedures  that  our  em- 
ployees are  to  follow,  and  there  are  incidents  of  procedural  errors. 
In  our  industry,  where  there  is  a  high  concentration  of  government 
checks  cashed  in  particular  stores,  our  losses  can  be  substantial. 

One  example  is  we  were  just  charged  back  with  over  $12,000  in 
government  checks  at  one  store,  the  reason  being  that  Social  Secu- 
rity continued  to  mail  out  a  check  to  a  payee  that  was  deceased. 
That  check  was  still  negotiated  through  our  check-cashing  store, 
even  though  we  had  certain  safeguards  in  place  to  prevent  it. 

Mr.  Fields.  Do  you  take  pictures  of  the  individuals  who  cash 
checks? 

Mr.  Silverman.  In  certain  stores  we  videotape,  in  other  stores 
we  microfilm,  other  stores  we,  we  have  a  fingerprinting  program. 
We  are  very,  very  security  conscious. 
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Mr,  Fields.  What  percentage  of  your  business  is  government 
checks? 

Mr.  Silverman.  It  depends  on  a  store-by-store  basis. 

Mr.  Fields.  Just  take  one  store,  any  particular  store. 

Mr.  Silverman.  We  have  certain  stores  that  are  30  to  40  percent 
government-related  business.  We  have  other  stores  that  can  be  less 
than  1  percent. 

Mr.  Fields.  Let  us  take  the  30  percent  store.  I  guess  that  is  the 
high? 

Mr.  Silverman.  Yes. 

Mr.  Fields.  How  many  individuals  who  use  government  checks, 
who  cash  government  checks  at  your  store,  approximately  how 
many  of  those  individuals  have  checking  accounts  at  banks? 

Mr.  Silverman.  We  do  not  have  any  way  of  tracking  that.  Indus- 
try averages  have  shown  that  a  large  majority  of  our  customers  do 
have  banking  relationships. 

Mr.  Fields.  That  is  the  point  that  I  want  to  make,  because  you 
mention  in  your  testimony  that  60  to  70  percent  of  your  customers 
have  relationships  with  banks.  You  know,  I  understand  the  statis- 
tical game,  but  how  do  you  derive  a  figure  of  60  to  70  percent  of 
the  consumers?  Do  they  fill  out  some  kind  of  form  on  whether  or 
not  they  have  a  bank  account  or  not?  How  do  you  come  to  that 
conclusion? 

Mr.  Silverman.  I  believe  the  Consumer  Bankers  Association  did 
a  survey,  and  we  are  using  the  data  directly  from  that  survey.  I 
will  gladly  document  those  numbers  for  you.  If  it  is  in  my  testi- 
mony, we  will  document  it. 

Mr.  Fields.  Ms.  Mann,  are  you  familiar  with  it? 

Ms.  Mann.  Let  me  see  if  I  can  figure  out  what  he  is  talking 
about. 

Mr.  Silverman.  In  addition  to  that,  Mr.  von  Nostitz  has  also  tes- 
tified to  that  and  has  also  informed  me  that  in  the  Roper  Report, 
that  that  percentage  is  documented. 

Mr.  Fields.  I  do  not  know  Mr.  Roper  and  I  am  trying  to  figure 
out  where  he  got  his  statistics  fi-om. 

Ms.  Mann,  do  you  have  any 

Ms.  Mann.  I  can  get  you  more  information  later,  Congressman 
Fields.  I  can  just  give  you  a  sort  of  rough  overview  of  what  I  am 
familiar  with.  In  the  survey  which  was  conducted  in  1989,  one  of 
the  questions  that  was  asked — and  these  were  asked  of  people  who 
had  frequented  a  check-cashing  facility  in  5  cities — and  there  were 
a  total  of  67  percent  who  had  some  type  of  account,  54  in  a  regular 
bank,  15  in  a  thrift,  and  10  in  a  credit  union. 

Mr.  Silverman.  For  further  information,  the  Roper  Report  is 
done  by  a  national  survey  company  which  is  equivalent  to  a  Gallup 
Poll,  and  we  will  be  more  than  happy  to  provide  the  documenta- 
tion. 

Mr.  Fields.  Thank  you,  Mr.  Silverman. 

Ms.  Mann,  let  me  ask  a  final  question  of  you.  You  mentioned 
that  you  operate  in  a  bank  here  in  DC,  Star? 

Ms.  Mann.  Crestar. 

Mr.  Fields.  Crestar  Bank,  and  you  provide  low  bank  services? 

Ms.  Mann.  Right. 
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Mr.  Fields.  And  I  think  you  said  in  your  testimony  you  have  not 
only  low-bank,  but  you  have  no-cost  bank  services,  as  well,  is  that 
correct? 

Ms.  Mann.  We  have  a  budget  account  for  which  we  charge  $4  per 
month  as  an  ongoing  service  charge,  and  you  can  write  6  checks 
against  that  account.  We  encourage  electronic  transfer  or  direct- 
deposit,  and  we  also  allow  unlimited  use  of  the  ARM  machine. 

Our  experience  in  government  check  cashing  has  been  that  we 
have  had  very  small  losses  and  we  cash  a  high  volume.  We  do  that 
without  a  charge  to  our  customers,  and  for  noncustomers  we  charge 
a  flat  $3  fee. 

Mr.  Fields.  You  have  cashed  36,000  government  checks? 

Ms.  Mann.  Over  the  last  couple  of  years,  yes. 

Mr.  Fields.  And  70  percent  of  the  banks,  you  stated,  provide 
some  kind  of  low-cost  banking  services  today? 

Ms.  Mann.  Ninety-five  percent. 

Mr.  Fields.  Ninety-five  percent? 

Ms.  Mann.  Right. 

Mr.  Bhargava.  Mr.  Fields,  if  I  could  just  interrupt,  on  that  point 
I  think  the  CBA  survey  in  terms  of  how  many  banks  offer  those 
services  was  a  voluntary  response  by  CBA  members,  so  I  believe 
they  have  approximately  750  members,  and  about  150  banks  re- 
sponded to  the  CBA  survey,  so  presumably  a  bank  would  respond 
to  the  survey  if  they  did  have  a  low-cost  account,  and  would  not 
respond  if  they  did  not,  so  I  am  not  sure  that  is  a  very  good  indus- 
trywide figure  to  use. 

Mr.  Fields.  The  reason  why  I  ask  the  question  is  because  if  95 
percent  of  the  banks  that  were  surveyed  provide  low-bank  services 
to  consumers,  then  none  of  them  are  located — I  am  in  the  5  per- 
cent— and  they  are  not  all  located  in  my  district. 

Mr.  VON  NOSTITZ.  If  I  may  just  interject,  also  just  having  a  life- 
line account  is  not  going  to  be  very  helpful  and  some  people  may 
indeed  have  a  savings  account  or  some  other  deposit  relationship. 
If  the  bank  is  not  very  convenient,  if  the  branch  is  often  closed, 
there  are  check  cashers  all  over  the  place  and  they  will  go  to  a 
check  casher. 

We  are  also  conducting  a  foUowup  study  to  this  one,  and  we  are 
just  checking  where  24-hour  ATM  machines  are  located,  Saturdm^ 
hours  for  banks,  extended  hours,  weekday  hours,  and  we  are  find- 
ing essentially  that  in  poorer  communities  you  do  not  have  these, 
whereas  you  may  elsewhere.  One  of  the  reasons,  of  course,  people 
go  to  check  cashers  is  it  is  more  convenient  and  they  are  open  on 
Saturday  and  they  are  open  until  6  o'clock  in  the  evening.  So  that 
might  be  one  reason,  even  if  you  have  a  checking  account  or  a  sav- 
ings account,  you  will  still  use  the  check  casher. 

Ms.  Leech.  I  would  also  like  to  interject  something  from  the 
study  that  we  did  in  Virginia.  We  sent  it  to  all  the  institutions,  but 
it  was  voluntary  as  to  whether  they  responded  to  us,  as  well.  But 
only  less  than  a  third  of  the  ones  who  responded  to  us  indicated 
that  they  had  a  budget  account,  so  I  would  not  consider  that  nec- 
essarily widely  available  for  consumers. 

Mr.  Bhargava.  I  would  just  like  to  make  the  point  that  I  think 
one  should  not  assume  the  people  who  are  using  check-cashing  out- 
lets are  being  irrational.  I  think  for  the  most  part  they  are  being 
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rational,  in  the  sense  that  you  would  calculate — if  someone  was  to 
expect  to  have  a  couple  of  hits  over  overdraft  fees  of  $25  a  year  or 
there  was  a  minimum  balance  requirement  for  the  no-frills  account 
that  ran  $100  or  $200,  and  someone  is  coming  to  the  end  of  their 
rope  every  month  and  could  not  maintain  that,  then  it  might  be  en- 
tirely rational,  even  though  they  were  getting  gouged  at  the  check- 
cashing  store  to  use  it.  I  just  wanted  to  make  that  point. 

Mr.  Fields.  One  final  question,  Mr.  Silverman.  Do  you  feel  that 
we  have  a  problem  in  the  check-cashing  industry  in  terms  of 
overcharging? 

Mr.  Silverman.  I  feel  in  any  industry  you  can  have  instances 
that  can  overshadow  an  industry  that  is  providing  an  excellent  dis- 
tribution network  and  is  providing  very  good  services. 

Every  industry  has  their  bad  apple  that  overshadows  a  lot  of 
good  that  is  being  done. 

Mr.  Fields,  ^\^hat  did  they  charge  in  New  York  before  the  State 
legislature  imposed  a  minimum  amount,  before  they  regulated  the 
check-cashing  industry? 

Mr.  VON  NosTiTZ.  Well,  it  has  been  regulated  since  1944.  The  fee 
went  up  from  0.75  percent  to  0.9  percent  in  1988,  and  this  was 
done  by  the  banking  department,  then  to  1.1  percent  in  1993. 

Mr.  Silverman.  We  keep  getting  into  New  York,  but  there  are 
10  other  States  that  are  regulated  and  have  dealt  with  rate  issues, 
and  those  rates  are  far  different  than  New  York.  There  are  a  lot 
of  market  conditions  that  really  separate  that  from  the  rest  of  the 
country. 

Mr.  Fields.  How  many  businesses  went  out  of  business  as  a  re- 
sult of  the  State  legislation  in  New  York? 

Mr.  von  Nostitz.  Businesses  in  the  sense  of  cash  cashing? 

Mr.  Fields.  Check  cashing. 

Mr.  von  Nostitz.  I  do  not  think  any.  Of  course,  as  we  pointed 
out,  there  has  been  a  substantial  increase  in  the  industry.  I  might 
just  add  that  we  interviewed  a  number  of  owners  of  check-cashing 
outlets,  and  they  seemed  to  think  that  they  are  doing  pretty  well. 
The  Check  Cashing  Association  seems  to  think  that  some  are  losing 
money.  I  will  just  quote  one  person  owning  several  outlets.  He 
says,  "I  won't  lie  to  you  about  making  a  very  good  living.  This  is 
better  than  I  could  do  anywhere  else."  This  is  someone  who  owns 
several  outlets  in  New  York  City. 

Mr.  Silverman.  Regarding  rates,  Delaware  has  a  rate  that  is 
presently  in  effect  that  has  resulted  in  no  check  cashers  located  in 
that  State.  In  New  York,  there  is  disparity  between  the  number  of 
check  cashers  that  are  in  New  York  City  versus  the  outlying  areas 
of  New  York  City.  You  will  find  that  the  coverage  of  check  cashers 
outside  of  New  York  City  are  minimal.  The  volume  and  other  mar- 
ket conditions  will  not  allow  the  check  cashers  to  survive  in  the 
more  rural  areas. 

Mr.  Fields.  Being  no  further  members  from  the  members  of  the 
subcommittee,  any  closing  comments  from  members  of  the  panel? 

[No  response.] 

Being  no  closing  comments,  I  want  to  thank  each  of  the  panelists 
for  being  here.  We  appreciate  your  testimony. 
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Congressman  Torres  was  unable  to  attend  our  hearing  today 
and,  without  objection,  his  statement  will  be  made  a  part  of  the 
record. 

[The  prepared  statement  of  Mr.  Torres  can  be  found  in  the 
appendix,] 

There  being  no  further  questions  on  behalf  of  the  subcommittee. 
I  want  to  express  my  appreciation  to  all  the  witnesses  who  have 
shared  their  thoughts  and  views  with  us  today. 

I  ask  unanimous  consent  that  the  record  will  be  kept  open  for  4 
weeks  from  today,  so  that  additional  views  can  be  submitted.  Hear- 
ing no  objection,  it  is  so  ordered. 

The  panel  is  excused,  and  the  subcommittee  is  recessed. 

[Whereupon,  at  11:59  p.m.,  the  hearing  was  adjourned.] 
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THIS  HORNING,  WE  CONSIDER  ONE  OF  THE  MOST  CRITICAL  ISSUES 
WITHIN  THIS  SUBCOMMITTEE'S  JURISDICTION:  CONSUMERS'  ACCESS  TO  BASIC 
BANKING  SERVICES.  SUCH  ACCESS  IS  AN  ABSOLUTE  NECESSITY  FOR 
CONSUMERS  TO  SAVE,  INVEST,  OBTAIN  CREDIT,  AND  BUILD  FINANCIAL 
SECURITY.  YET,  MILLIONS  OF  AMERICANS  CANNOT  FIND  AFFORDABLE 
CHECKING  AND  DEPOSIT  SERVICES  IN  THE  COMMUNITIES  IN  WHICH  THEY 
LIVE.  ACCORDING  TO  THE  FEDERAL  RESERVE,  1  IN  4  FAMILIES  DON'T  EVEN 
HAVE  A  CHECKING  ACCOUNT  WITH  A  BANK.  WITHOUT  THE  ABILITY  TO  SIMPLY 
WRITE  A  CHECK,  OR  MAKE  A  DEPOSIT,  THESE  FAMILIES  ARE  IN  EFFECT 
LOCKED  OUT  OF  THE  FINANCIAL  SYSTEM  THAT  THE  REST  OF  US  TAKE  FOR 
GRANTED  —  AND  LOCKED  IN  TO  A  LIFE  OF  FRUSTRATING  POVERTY. 

A  NUMBER  OF  LENDERS  HAVE  MADE  SERIOUS  EFFORTS  TO  ^ERVE  THE 
UNDERSERVED  MARKETS  OF  OUR  URBAN  AND  RURAL  COMMUNITIES.  BAYBANK, 
FOR  INSTANCE,  HAS  OPENED  6  BRANCHES  AND  30  ATM  MACHINES  IN  BOSTON'S 
POORER  NEIGHBORHOODS,  AND  NOW  OFFERS  A  LOW-COST  CHECKING  ACCOUNT 
THAT  EVEN  WELFARE  RECIPIENTS  CAN  AFFORD.  BAYBANK  AND  OTHER  LENDERS 
ARE  AGGRESSIVELY  TARGETING  AN  UNTAPPED  MARKET.  AND  WHAT  THEY  ARE 
FINDING  IS  THAT  THEY  CAN  MAKE  MONEY  PROVIDING  THESE  SERVICES,  AND 
THAT  TODAY'S  WELFARE  RECIPIENT  CAN  BECOME  TOMORROW'S  CREDIT  CARD 
HOLDER,  HOME  BUYER,  AND  SMALL  BUSINESS  OWNER. 

UNFORTUNATELY,  THESE  LENDERS  ARE  STILL  THE  EXCEPTION  TO  THE 
RULE.  TOO  MANY  LENDERS  ARE  CLOSING  BRANCHES  INSTEAD  OF  OPENING 
THEM,  AND  RAISING  FEES  INSTEAD  OF  KEEPING  THEM  AFFORDABLE.  THE 
VOID  THEY  HAVE  CREATED  IS  BEING  RAPIDLY  FILLED  BY  CHECK  CASHERS  AND 
OTHER  UNREGULATED  FINANCIAL  INSTITUTIONS.  IN  NEW  YORK  STATE  ALONE, 
THE  CHECK  CASHING  INDUSTRY  HAS  GROWN  BY  45%  OVER  THE  LAST  12  YEARS. 
AND  ACCORDING  THE  FEDERAL  RESERVE  BANK  OF  KANSAS  CITY,  FROM  1988  TO 
1991  THE  NUMBER  OF  CHECK  CASHERS  GREW  BY  96%  IN  MISSOURI,  195%  IN 
GEORGIA,  AND  293%  IN  NORTH  CAROLINA.  THIS  ASTONISHING  GROWTH  HAS 
OCCURRED  OVERWHELMINGLY  IN  POOR  AREAS  —  EXACTLY  THE  PLACES  THAT 
FEDERALLY  INSURED  LENDERS  HAVE  ABANDONED. 

CHECK  CASHERS  ARE  TAKING  ADVANTAGE  OF  THE  LACK  OF  COMPETITION 
WITH  BANKS  BY  CHARGING  SKY-HIGH  FEES  FOR  THEIR  SERVICES.  A  RECENT 
NEW  YORK  STUDY  SHOWS  THAT  A  CONSUMER  EARNING  $17,000  PER  YEAR  WILL 
PAY  A  CHECK  CASHER  FROM  $200  TO  $250  PER  YEAR  FOR  CASHED  CHECKS  AND 
MONEY  ORDERS.  THOSE  SAME  SERVICES  WOULD  COST  $7  0  OR  LESS  AT  A 
FEDERALLY  REGULATED  BANK.  GIVEN  THAT  NEW  YORK  IS  ONLY  1  OF  11 
STATES  THAT  SETS  A  CEILING  ON  WHAT  CAN  BE  CHARGED  TO  CASH  A  CHECK, 
THE  CHECK  CASHING  INDUSTRY  MUST  BE  DOING  EVEN  BETTER  IN  OTHER  PARTS 
OF  THE  COUNTRY.  ALTHOUGH  THE  INDUSTRY  MAY  CLAIM  THAT  IT'S 
PROVIDING  A  CONVENIENT  SERVICE  TO  CONSUMERS,  THAT  CONVENIENCE  COMES 
AT  A  TERRIBLY  HIGH  COST. 

THIS  INDUSTRY  WILL  CONTINUE  TO  REAP  HUGE  PROFITS  FROM  WORKING 

PEOPLE  AS  LONG  AS  BANKS  AND  THRIFTS  FAIL  TO  SERVE  THEIR 
COMMUNITIES.  IT'S  TIME  FOR  LENDERS  TO  STOP  BANKROLLING  CHECK 
CASHERS  AND  START  COMPETING  WITH  THEM.  LENDERS  ASK  FOR,  AND 
RECEIVE,  TREMENDOUS  BENEFITS  FROM  THIS  GOVERNMENT:  DEPOSIT 
INSURANCE,  LOW-COST  MONEY  FROM  THE  FED,  TAXPAYER  BAILOUTS  WHEN 
THEIR  INSURANCE  FUNDS  GO  BUST,  AND  SOON,  FULL  INTERSTATE  BANKING 
AND  BRANCHING  POWERS.  THE  VERY  LEAST  THAT  THEY  CAN  DO  IN  RETURN  IS 
ENSURE  THAT  ORDINARY  CONSUMERS  HAVE  ACCESS  TO  THEIR  SERVICES  NO 
ONE  IS  ASKING  THEM  TO  LOSE  MONEY.  AND  THEY'LL  RECEIVE  CRA  CREDIT 
FOR  THEIR  EFFORTS.  THE  BOTTOM  LINES  IS  THAT  EVERYONE  —  LENDERS 
AND  CONSUMERS  ALIKE  —  CAN  BENEFIT  FROM  SOLVING  THIS  SERIOUS 
PROBLEM. 

THIS  MORNING,  WE  ARE  PRIVILEGED  TO  HAVE  A  DISTINGUISHED  GROUP 
OF  WITNESSES  WITH  US.  SENATOR  METZENBAUM  AND  REPRESENTATIVE  TORRES 
HAVE  WORKED  FOR  YEARS  ON  THIS  ISSUE.  THEY  HAVE  MADE  GREAT  STRIDES 
IN  TRYING  TO  BRING  AFFORDABLE  BANKING  SERVICES  TO  ALL  OF  THE 
^?^.^il"^'*^  °^  °^^  NATION.  CONGRESSMAN  FIELDS,  WHILE  NEW  TO  THIS 
r^n^T;„";^^  JOINED  IT  WITH  GREAT  ENERGY  AND  INTELLIGENCE.  WE  LOOK 
FORWARD  TO  HEARING  FROM  YOU  AND  ALL  OF  OUR  WITNESSES  THIS  MORNING 
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Mr.  Chairman,  I  would  like  to  thank  you  for  taking  the  time  to  hold  this  Subcommittee 
hearing  to  examine  consumer  access  to  basic  banking  services.    I  commend  you  on  your 
continued  efforts  to  empower  the  consumers  of  this  country. 

As  I  arrived  in  Congress  last  year,  I  heard  from  my  constituents  that  check  cashing  centers 
across  Louisiana  were  known  to  charge  outrageous  rates  to  cash  a  government  check.    As  I 
looked  further  into  the  issue  of  government  check  cashing  I  noted  that  check  cashing  outlets 
were  quite  prevalent  across  the  country,  particularly  in  low  income  urban  areas.    One  of  my 
constituents  has  documented  her  troubles  for  this  subcommittee  today.    She  was  invited,  but 
unable  to  attend  this  hearing  because  of  the  daily  responsibilities  she  has  for  her  son  with 
Cerebral  Palsy.    She  is  a  34  year  old  hispanic  woman  and  a  mother  of  four.   Her  son 
receives  an  SSI  check  for  his  disability.   On  occasion,  before  she  had  the  means  to  open  a 
banking  accoimt,  she  would  use  check  cashing  outlets  to  cash  her  son's  government  checks. 
During  this  time  period  she  outlined  to  me  numerous  occasions  of  being  asked  to  give  up  as 
much  as  $50  to  cash  a  $400  check  from  our  government.   I  don't  know  about  you,  but  to  me 
this  is  absurd!   I  could  not  idly  stand  by  and  watch  as  this  mother  of  four  was  asked  to  give 
up  so  much  of  the  money  she  needed  in  order  to  care  for  her  son.   The  government  gives 
this  sum  of  money  to  her  son  for  a  disease.  Cerebral  Palsy.   This  money  is  not  intended  to 
be  used  as  a  profit  for  a  check  cashing  outlet  or  a  bank  for  that  matter.    It  is  to  assist 
someone  in  need,  not  in  greed.    As  you  look  further  into  most  of  the  communities,  check 
cashing  outlets  have  replaced  depository  institutions.    You  note  closed  banks  and  open  check 
cashing  centers.    Several  of  the  states  already  deem  it  necessary  to  provide  protection  to 
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consumers  through  state  regulation  of  the  check  cashing  industry.    Mr.  Chairman,  this 
industry  plays  a  large  role  in  our  citizens'  finances.   Check  cashing  outlets  are  estimated  to 
cash  150  million  checks  per  year.   The  face  value  of  these  checks  is  over  $45  billion.   This 
poses  a  serious  concern  nationwide  that  deserves  congressional  attention  in  my  eyes. 
Therefore,  I  introduced  H.R.  1448,  The  Check  Cashing  Act  of  1993. 

After  introducing  H.R.  1448,  I  began  working  with  the  two  subcommittees  which  were 
assigned  to  it.    In  working  with  my  colleague,  Mr.  Towns,  Chairman  of  the  House 
Subcommittee  on  Human  Resources  and  Intergovernmental  Relations,  I  have  come  to  several 
compromises  from  my  original  bill.    For  the  record,  I  would  like  to  note  many  of  the 
changes  are  in  line  with  the  National  Check  Cashers  Association's  standards.    One  change  in 
particular,  is  the  oversight  of  the  check  cashing  businesses  will  lie  with  the  states,  not  at  the 
federal  level.   My  reasoning  behind  this  is  that  check  cashing  facilities  are  best  held 
accountable  at  the  state  level  since  there  are  varying  levels  of  cost  and  voliune  regionally. 
With  these  factors  in  play,  I  have  realized  that  the  National  Check  Cashers  are  correct  in 
their  assessment  of  the  industry.   Under  federal  direction,  states  should  work  to  ensure  the 
equal  and  responsible  treatment  of  consumers  who  choose  to  use  check  cashing  facilities.   It 
is  not  my  intention  to  put  responsible  check  cashers  out  of  business,  it  is  my  intention  to  put 
the  less  than  scrupulous  check  cashers  out  of  business  while  offering  consumers  more  options 
when  cashing  their  government  checks.   This  can  be  done  by  defining  several  specific 
minimum  requirements  that  states  must  include  in  order  to  ensure  that  consumers  are 
protected  from  "fly-by-night"  check  cashing  centers.   The  requirements  I  have  agreed  to 
include  identification  of  the  principal  owners,  officers,  and  any  other  holder  of  a  greater  than 


42 


5%  interest;  centralized  filing  of  registration  or  license;  bonding  or  minimum  capital 
requirements;  limitations  on  fees  charged;  posting  of  fee  schedules;  issuance  of  receipts  that 
reflect  the  amount  of  the  check,  the  fee  charged,  and  the  date  of  transaction;  posting  of  the 
name  and  address  of  the  state  agency  charged  with  regulation  of  the  business;  criminal  or 
civil  penalties  for  violators  of  the  regulatory  program;  and  to  establish  criteria  for  refusal, 
suspension  or  revocation  of  licenses.   All  of  the  above  standards  for  a  state  program  will 
allow  for  states  to  make  the  decisions  as  to  if  a  fee  structure  is  needed  and  to  what  detail 
their  state  needs  regulation.    Under  the  new  provisions  I  have  agreed  to,  the  Federal  Trade 
Commission's  (FTC)  role  in  regulating  the  check  cashing  industry  would  be  substantially 
reduced  to  approve  each  of  the  states  regulatory  programs. 

I  believe  the  changes  I  have  outlined  here  go  a  long  way  toward  improving  our  current 
system.   But  we  not  only  need  to  assess  the  check  cashing  industry  to  deal  with  this  problem, 
we  also  need  to  look  at  federally  insured  depository  institutions.    Well  over  half  of  the  low- 
and  moderate-income  citizens  in  this  country  do  not  have  bank  accounts,  this  accounts  for  20 
percent  of  the  population. 

Today,  check  cashing  and  basic  banking  services  are  something  we  need  in  this  country. 
H.R.  1448  goes  further  to  require  federally  insured  financial  institutions  to  cash  all 
government  checks.    In  doing  this,  it  is  my  hope  that  more  individuals  will  establish 
relationships  with  financial  institutions.   Many  depository  institutions  across  this  country  do 
have  basic  banking  services,  but  choose  not  to  market  these  accounts  to  the  consumers  who 
need  them  the  most.   It  is  important  that  we  work  toward  education  and  awareness  when  we 
speak  of  basic  banking  accounts.    After  all,  legislation  alone,  cannot  forge  a  relationship 


43 

between  a  bank  and  a  consumer.   The  financial  institutions  across  this  country  need  to  play  a 
larger  role  in  educating  individuals  on  basic  banking. 

In  closing,  I  emphasize  the  need  for  change  in  the  way  financial  services  are  provided  to  the 
low  income  of  this  country.   Today  the  "two-tiered"  system  leaves  much  to  be  desired.   I 
know  this  hearing  is  yet  another  step  in  the  progress  towards  reaching  equality  for  all  in  the 
financial  community.    Mr.  Chairman,  I  thank  you  for  this  opportunity  to  outline  H.R.  1448 
and  look  forward  to  working  with  you. 
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The  United  States  is  developing  a  two-tier  retail  financial  system.   The  top  tier 
consists  of  full-service  banks  and  major  non-bank  financial  institutions.    It  is  reserved  for 
people  who  can  readily  pay  for  or  are  able  to  avoid  fast-increasing  bank  account  fees;  the 
upper  end  of  this  tier  is  occupied  by  people  with  cash  management  accounts  and  personal 
bankers.   Top-tier  customers  have  access  to  a  wide  array  of  services,  ranging  from  mutual 
funds  to  annuities,  credit  cards  to  home  equity  loans. 

The  bottom  banking  tier  consists  of  a  rapidly  growing  number  of  check-cashing 
storefronts  serving  people  who  don't  have  enough  money  to  maintain  a  checking  account  or 
who  live  in  a  neighborhood  without  easy  access  to  a  bank  branch.     The  patrons  of  these 
establishments  pay  far  more  to  conduct  their  everyday  financial  services  than  if  they  used  a 
bank.    Banks  used  to  serve  many  of  these  customers,  but  do  so  less  and  less. 

The  Office  of  the  New  York  City  Public  Advocate  last  week  issued  a  study,  The  Poor 
Pay  More.. for  Less,  Part  4:  Financial  Services,  that  examined  this  financial  services 
disparity,  focusing  on  the  New  York  City  boroughs  of  Brooklyn  and  the  Bronx.    The  three 
previous  studies  in  the  series  dealt  with  grocery  shopping,  auto  liability  insurance  and  home 
improvement  contractors.    Together,  the  four  studies  have  shown  how  the  market  place 
compounds  the  evils  of  poverty  and  how  one  needs  money  in  order  to  save  money. 

Part  4  found: 

1.  The  New  York  City  check-cashing  industry  is  expanding.   In  the  last  12  years, 
the  number  of  check-cashing  outlets  in  New  York  State  -  90%  are  in  New  York  City  - 
increased  by  45%,  to  a  total  of  510  locations. 

2.  Check-cashers  are  located  almost  exclusively  in  poor  and  working-class 
neighborhoods.  There  are  7,800  residents  per  check  casher  in  the  poorest  one-fifth  of 
Brooklyn  zip  code  areas,  compared  to  27,700  residents  per  casher  in  the  wealthiest  fifth. 

A  similar  pattern  prevails  in  the  Bronx,  where  most  of  the  middle-income  or  upper-income 
zip  code  areas  have  no  or  at  most  a  few  check  cashers  and  the  poorer  zip  code  areas  have 
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between  five  and  ten  check  cashers. 


3.  In  poor  and  working-class  neighborhoods,  banks  have  moved  out  and  check 
cashers  have  moved  in.   In  the  last  15  years  Brooklyn  lost  14%  of  its  bank  branches  and  the 
Bronx  20%,  despite  a  small  increase  in  each  borough's  population.   These  losses  deeply 
affected  the  poorest  areas  of  these  boroughs  but  were  barely  perceptible  in  better-off 
neighborhoods.    For  example,  in  the  poorest  one-fifth  of  Bronx  zip  code  areas,  with  a  total 
population  of  nearly  200, (XX),  as  many  banks  closed  their  doors  in  the  last  fifteen  years  as 
now  remain.    And  in  Brooklyn,  branch  closures  in  lower-income  areas  mean  that  there  are 
now  18,300  people  per  bank  branch  in  the  poorest  one-fifth  of  zip  code  areas,  more  than 
four  times  as  many  residents  per  bank  as  in  the  wealthiest  fifth.   In  some  of  the  poorer  parts 
of  Brooklyn  a  resident  can  travel  20  or  more  blocks  in  any  direction  and  not  encounter  a 
bank  branch. 

At  the  same  time,  new  check  cashers  have  been  opening  their  doors  in  the  poor 
communities  that  have  lost  bank  branches.    For  example,  there  are  20  check-cashing  outlets 
in  the  low-income  community  of  the^  South  Bronx  (Bronx  south  of  163rd  Street).   Seven  of 
these  check  cashers  opened  their  doors  since  1990.    Yet,  after  closures  by  Chemical  Bank, 
Manufacturers  Hanover  Trust,  and  Chase  Manhattan,  there  are  only  seven  bank  branches  in 
this  area. 

There  are  twice  as  many  check  cashers  as  banks  in  two  zip  code  areas  encompassing 
Brooklyn's  devastated  East  New  York  community.    In  the  last  fifteen  years,  ten  bank 
branches  closed  their  doors  in  East  New  York  ~  more  banks  than  now  operate  there.    No 
banks  -  but  eight  check  cashers  -  opened  offices  in  East  New  York  during  this  period. 

4.  Check  cashers  cost  considerably  more  to  use  than  banks.   In  New  York,  a 
check-cashing  customer  earning  a  before-tax  salary  of  $17,000  will  likely  pay  from  $200  to 
$250  a  year  to  a  casher  for  a  market  basket  of  services,  mostly  for  the  cashing  fee,  but  also 
for  money  orders  to  pay  bills.    At  a  major  commercial  bank  such  as  Citibank  the  same 
market  basket  would  run  less  than  $70  and  even  less  than  that  at  many  smaller  savings 
institutions  which  do  not  have  any  offices  in  lower-income  communities. 

The  bank-check-casher  cost  disparity  in  other  states  is  even  greater  because  New  York 
sets  a  maximum  check-cashing  fee  of  1 . 1  %  of  face  value  while  39  states  still  set  no  ceiling. 
Given  that  most  New  York  City  check-cashers  seem  to  be  making  a  decent  profit  at  1.1%,  in 
spite  of  the  high  cost  of  doing  business  in  New  York,  it  would  seem  that  profits  must  be 
extraordinary  for  many  check  cashers  in  states  where  the  customary  charge  is  2%  or  3%. 
While  State  check-cashing  licensing  seems  to  be  working  reasonably  well  in  New  York,  a 
federal  law  setting  a  maximum  allowable  fee  would  nonetheless  appear  to  be  advisable  in 
order  to  prevent  price-gouging  elsewhere  in  the  nation. 

5.  Check  cashers  provide  an  important  service  —  but  with  serious  drawbacks  in 
addition  to  high  cost.  They  don't  just  cash  checks.   They  sell  money  orders,  handle  utility 


46 


bill  payments,  sell  candy  and  cigarettes  and  small  merchandise  such  as  key  chains,  rent 
videos,  transmit  money  through  Western  Union  or  American  Express,  electronically  file 
income  tax  returns,  and  in  New  York  City  they  sell  subway  tokens  and  lottery  tickets. 

Such  one-stop  convenience  comes  with  a  price  in  addition  to  the  fees.    Check-cashing 
customers  are  lucrative  robbery  targets  because  they  usually  exit  the  check-cashing  store 
carrying  a  substantial  sum  of  money  (people  departing  from  banks  presumably  leave  some 
money  behind  and  are  not  such  good  marks). 

The  differences  in  banking  for  the  poor  and  working  class  and  banking  for  the 
middle-class  and  affluent  is  starkly  apparent  when  you  visit  a  typical  bank  branch  and  then 
follow  with  a  visit  to  a  typical  check  casher.    Touch-screen  ATMs,  carpeting,  cushioned 
seats  and  soft  background  music  are  the  norm  at  many  banks.   What  do  check-cashing 
customers  get  for  all  their  fees?     A  spartan  waiting  room  that  more  often  than  not  could  use 
a  coat  of  paint  and  somewhere  to  sit. 

6.  There  are  several  interrelated  reasons  for  the  expansion  of  the  check-cashing 
industry,  including: 

a)  The  shrinkage  of  bank  branch  nerworks.    When  we  asked  the  owner  of  one 
New  York  City  check-casher  chain  why  his  industry  is  expanding,  he  replied,  "Banks  - 
-  no  matter  what  they  say  ~  have  abandoned  the  inner-cities.    We  exist  and  expand 
because  of  a  need.    We  didn't  create  the  need."    When  asked  the  same  question,  the 
Executive  Director  of  the  New  York  State  Check  Cashers  Association  said,  "check 
cashers  have  become  community  financial  service  centers  by  default."   And  another 
check-casher  owner  commented:  "People  in  poor  areas  shop  in  bodegas  [convenience 
stores]  even  though  they  cost  more.    Why?  Because  there  aren't  enough  good 
supermarkets  around.   The  same  goes  for  check  cashers  and  banks." 

b)  Sharp  hikes  in  bank  service  charges.    In  many  New  York  banks  customers 
are  charged  $9  or  more  a  month  unless  they  keep  at  least  few  thousand  dollars  in  a 
checking  account.    Substantial  fees  are  also  being  charged  for  savings  accounts  - 
$1,000  must  be  maintained  in  a  Chase  Manhattan  Bank  savings  account  to  avoid  a  fee 
of  $15  a  quarter  and  $500  has  to  be  maintained  to  earn  interest.    For  persons  of  modest 
means,  such  fees  are  a  significant  deterrent  to  opening  a  savings  account. 

Ms.  Muriel  E. ,   a  74-year  old  Harlem  resident,  was  representative  of  check- 
cashing  customers  we  interviewed.  She  said  she  receives  Social  Security  and  "can't 
afford  a  bank  account."   So  she  pays  all  her  bills  with  money  orders  from  check- 
cashing  outlets. 

The  perception  of  high  fees  is  often  worse  than  the  reality;  in  our  interviews, 
we  found  that  check-cashing  customers  are  often  unaware  that  some  banks  have 
instituted  lower-cost  "lifeline"  checking  accounts. 
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c)  Inadequate  service  in  the  bank  branches  remaining  in  lower-income 
communities.    Even  when  a  bank  branch  is  near  a  check-cashing  outlet,  many  working- 
class  people  patronize  the  check  casher  and  not  the  bank. 

Why?  In  covering  our  report,  WCBS-TV  interviewed  people  exiting  a  check- 
cashing  outlet.  One  of  them  said  he'd  go  to  the  nearby  bank  if  he  could  but  it  wasn't 
open  on  Saturdays  or  in  the  evenings  like  the  check  casher. 

The  Public  Advocate  has  a  survey  underway,  and  we  are  finding  that  Saturday 
and  extended  weekday  hours  and  24-hour  ATMs  common  in  many  parts  of  New  York 
City  are  not  often  provided  in  lower-income  neighborhoods.   So  check  cashers  are  the 
logical  alternative  for  people  -  working-class  people  ~  who  can't  visit  a  bank  during 
weekday  lunch  hours. 

Another  person  who  WCBS-TV  interviewed  said  that  with  check  cashers  he  gets 
his  money  right  away,  while  with  a  bank  he  has  to  wait  a  few  days  for  a  check  to 
clear.    People  with  bank  accounts  can  get  their  money  immediately  from  an  ATM. 

And  some  of  the  persons  we  interviewed  coming  out  of  check  cashers  said  they 
don't  trust  banks  or  like  banks.    Others  complained  that  banks  in  poorer  neighborhoods 
have  long  lines.    We  concluded  that  banks  in  lower-income  neighborhoods  have  not 
made  themselves  user-friendly. 

d)  The  recent  recession  and  the  changing  economy.    People  who  used  to  have 
enough  money  to  maintain  a  checking  account  no  longer  can  afford  even  a  no-fee  one. 
So  they've  become  check-cashing  customers. 

e)  In  New  York,  there  are  several  important  local-specific  reasons  for  the 
industry's  expansion,  including  a  22%  increase  in  1993  in  the  allowable  maximum 
check-cashing  fee,  which  encouraged  more  cashers  to  enter  the  field,  and  the  ending  in 
1989  of  a  distance  requirement  for  where  new  cashers  could  locate.    Previously,  one 
couldn't  open  a  new  casher  within  1,500  feet  of  an  existing  one. 

Our  recommendations  are  intended  to  encourage  the  creation  in  lower-income 
communities  of  safe  and  secure  financial  services  alternatives  that  cost  less  than  check 
cashers  and  encourage  savings  to  boot: 

1.  Enact  federal  legislation  requiring  banks  to  cash  government  checks  for  non- 
depositors.   Banks  should  be  allowed  to  charge  a  nominal  fee  for  doing  this. 

2.  Create  more  alternative  community  Tmancial  services  institutions  —  such  as 
community  development  credit  unions.  Joining  Mark  Green  and  Brooklyn  Rep.  Nydia 
Valazquez  at  the  press  conference  where  our  report  was  released  was  Errol  Louis,  co- 
founder  of  the  new  Central  Brooklyn  Federal  Credit  Union  in  the  Bedford-Stuyvesant 
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community.   This  non-profit  institution  is  planning  to  cash  checks  for  a  little  less  than  the 
other  cashers  charge,  to  charge  less  than  average  for  money  orders,  and  to  encourage 
customers  to  open  no-fee  savings  accounts.    And  any  profits  the  credit  union  makes  off  this 
business  will  be  circulated  back  to  the  community  in  loans,  rather  than  paying  the  owners 
and  investors  of  for-profit  check-cashing  outfits  who  don't  live  in  the  community. 

More  of  these  basic-service-providing  credit  unions  are  needed.    Ultimately  they 
should  be  able  to  provide  ATMs  and  issue  credit  cards  and  secured  credit  cards  when 
appropriate. 

And  to  encourage  public  assistance  recipients  to  save  money  in  such  credit  unions,  we 
endorse  the  concept  of  Individual  Development  Accounts,  which  would  allow  recipients  to 
remain  eligible  for  benefits  even  if  their  savings  exceed  the  current  ceiling  of  $1,000. 

3.  Banks  should  be  asked  to  do  more.   The  proposed  Community  Reinvestment  Act 
regulations  should  include  in  the  "service  test"  consideration  of  whether  appropriate  bank 
services  are  being  offered.   Sure,  a  bank  may  do  well  in  the  "service  test"  because  it  offers 
the  same  services  in  lower-income  communities  as  in  other  communities.    But  residents  of 
lower-income  communities  are  unlikely  to  be  interested  in  mutual  funds,  annuities  and 
private  banking.   Their  concerns  include  the  length  of  the  teller  lines,  lack  of  Saturday  hours, 
the  availability  of  real  "lifeline"  checking  accounts,  and  prohibitive  savings  account  fees. 

Banks  complain  that  providing  such  basic  financial  services  in  lower-income 
communities  is  a  money-losing  proposition.    Not  necessarily.    As  New  York  Newsday  said  in 
an  editorial  about  our  report,  "there's  no  reason  why  banks  can't  cash  checks  and  provide 
bill-paying  services  for  nominal  fees."    Indeed,  said  Newsday,  "these  hard-working,  largely 
immigrant  communities  could  be  banking's  new  growth  niche." 

Our  report  noted  that  Boston's  BayBanks  is  going  head  to  head  with  the  check  cashers 
by  opening  new  branches  and  24-hour  ATMs  in  lower-income  areas,  offering  a  very 
inexpensive  life-line  account,  and  conducting  money  management  seminars  in  lower-income 
neighborhoods  in  several  different  languages. 

In  conclusion,  our  study  found  that  millions  of  New  Yorkers  lack  access  to 
affordable,  appropriate  and  necessary  financial  services.    The  solution  is  not  to  open  yet 
more  check-cashing  outlets  identical  to  the  ones  we  have  already,  but  to  provide  viable  and 
attractive  financial  services  alternatives. 

### 
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Mr.  Chairman,  my  name  is  Jeffrey  Silverman.  I  am  the 
President  and  Chief  Executive  Officer  of  M.S.  Management,  Inc., 
headquartered  in  Northbrook,  Illinois.  We  are  a  privately  ovmed 
company  which  provides  a  broad  array  of  financial  services, 
including  check  cashing,  to  local  communities  in  three  states. 

I  am  testifying  today  on  behalf  of  the  National  Check  Cashers 
Association  (NaCCA),  the  professional  organization  that  represents 
more  than  2,400  individual  check  cashing  centers  in  35  states,  and 
is  the  industry's  leading  voice  on  legislative,  regulatory,  and 
business  issues.  My  company  is  one  of  the  founding  members  of  the 
association,  and  I  am  currently  a  Vice  President  and  member  of  the 
Board  of  Directors  and  Executive  Committee. 

We  appreciate  this  opportunity  to  provide  testimony  on  HR 
1448,  the  "Check  Cashing  Act  of  1993",  a  bill  which  would  regulate 
certain  aspects  of  the  check  cashing  industry.  Obviously,  this 
bill  would  have  a  major  effect  on  how  check  cashing  services  are 
provided  for  the  local  community.  In  that  regard,  we  are  pleased 
to  help  this  committee  gain  a  better  understanding  of  the  nature  of 
our  business  and  to  draw  your  attention  to  the  effect  of  HR  1448, 
on  the  delivery  of  important  financial  services . 

Background 

First,  we  believe  it  would  be  useful  to  provide  a  background 
for  you  about  the  check  cashing  industry,  the  services  it  provides, 
and  how  the  National  Check  Cashers  Association  was  formed. 

The  professional  check  cashing  industry  in  the  United  States 
today  is  composed  of  approximately  4,500  neighborhood  financial 
service  centers,  which  cash  upwards  of  150  million  checks  annually 
with  an  aggregate  face  value  of  more  than  $45  billion.  The  check 
cashing  industry  employs  approximately  25,000  local  community 
residents  all  over  the  United  States . 

In  recent  years,  as  a  broader  spectrum  of  consumers  have 
sought  increased  financial  service  convenience,  including 
flexibility  of  hours  and  faster  delivery  of  financial  services, 
community-based  check  cashing  centers  have  proliferated. 

From  its  inception  in  the  1930s,  as  a  response  to  the  banking 
practices  of  the  Depression  and  changes  in  employer  payment 
practices,  the  check  cashing  industry  has  evolved  to  become  the 
pivotal  link  to  the  payments  system  for  a  huge  group  of  Americans, 
who  through  personal  preference  choose  to  utilize  both  check 
cashing  centers  and  the  banking  system. 
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Just  as  many  consumers  prefer  the  convenience  of  specialty 
stores  to  large  department  stores,  so,  too,  do  many  consumers 
prefer  the  convenience  of  check  cashing  centers  to  banks. 
Independent  surveys  indicate  that  60  to  70  percent  of  check  cashing 
clients  maintain  a  banking  relationship  but  prefer  check  cashing 
centers  for  reasons  of  convenience  ranging  from  quicker  access  to 
funds  and  neighborhood  locations  to  more  flexible  hours  and  more 
rapid  and  efficient  service.  Additional  factors,  such  as  the 
hidden  costs  of  transportation  and  the  use  of  valuable  personal 
time  also  contribute  to  the  strong  conv  -.lience  aspect  of  check 
cashing  centers . 

Community  Financial  Services 

Over  the  years,  check  cashers  have  introduced  a  range  of 
financial  services  to  complement  basic  check  cashing.  While  the 
cashing  of  checks  —  including  payroll  checks,  government  checks, 
personal  checks  and  insurance  drafts  —  remains  the  check  cashing 
center's  primary  activity,  other  financial  services  are  available 
at  check  cashing  facilities.  These  include  the  sale  of  money 
orders,  money  wire  transfers,  welfare  benefit  and  food  stamp 
distribution,  and  public  transportation  fare  and  token  sales. 

Check  cashers  are  also  leaders  in  the  electronic 
distribution  of  government  benefits  (Electronic  Benefit  Transfer  — 
EBT)  and  electronic  collection  of  bill  payments.  Much  of  this 
technology  is  unavailable  to  our  customers. 

Check  cashers  are  continually  expanding  the  roster  of  service 
offered  to  meet  customer  needs.  Today,  check  cashing  centers  are 
responsible  for  the  distribution  of  license  plates  and  motor 
vehicle  titles,  accessibility  to  photocopying  and  fax  machines,  and 
the  sale  of  postage  stamps  and  lottery  tickets . 

Just  as  the  services  offered  by  the  industry  have  expanded 
over  time,  the  markets  check  cashers  serve  have  broadened.  Check 
cashing  centers  continue  to  serve  their  traditional  customer  base 
in  lower  income  neighborhoods,  and  hire  residents  of  these 
communities .  More  recently  as  middle  income  consumers  have 
demanded  more  convenient  financial  services,  check  cashers  have 
expanded  into  their  communities. 

Emergence  of  Check  Cashers 

The  growth  of  the  check  cashing  industry  was  stimulated,  in 
part,  by  the  passage  of  the  Bank  Deregulation  Act  of  1980.  Faced 
with  higher  fees  and  a  new  banking  environment,  consumers  demanded 
increased  convenience  and  lower  costs  in  fulfilling  their  financial 
service  needs.  As  a  result,  community-based  check  cashing  centers 
which  provide  more  convenient  access  to  financial  services  becaune 
increasingly  utilized. 


1 ,' 


52 


Checks  are  cashed  for  a  fee,  typically  based  upon  a  percentage 
of  the  check's  value.  Like  any  other  business,  check  cashing  fees 
in  non-regulated  states  are  set  by  competition  and  are  generally 
based  on  two  elements:  1)  the  cost  of  doing  business;  and,  2) 
realizing  a  reasonable  rate  of  return  on  investment.  In  addition, 
there  are  several  unique  risks  associated  with  the  special  service 
and  convenience  afforded  by  check  cashers . 

Many  consumers  seek  immediate  use  of  their  money  and  are 
unwilling  to  wait  until  a  check  "clears"  through  the  banking 
system,  usually  anywhere  between  2  and  5  days.  While  banks  are 
"insulated"  from  some  losses  on  the  cashing  of  checks  through  the 
deposits  they  hold,  check  cashers  have  no  such  mechanism  as 
customer's  compensating  deposit  balances.  Check  cashers  therefore 
bear  the  real  risk  of  loss  for  the  checks  that  they  cash. 

Several  states  regulate  check  cashing  fees,  including 
California,  Connecticut,  Delaware,  Georgia,  Illinois,  Minnesota, 
New  Jersey,  New  York,  Ohio,  and  Rhode  Island.  In  non-regulated 
states,  rates,  as  they  are  in  any  other  industry,  are  competitively 
established  based  upon  local  market  conditions.  The  average  fee 
charged  throughout  the  United  States  ranges  from  2  to  3%  of  the 
face  value  of  the  check. 

Small  Business  Industry 

The  professional  check  cashing  industry  is  largely  a  small 
business  activity,  with  the  vast  majority  of  centers  owned  by  local 
operators,  many  of  whom  own  one  to  three  check  cashing  stores. 
More  atypical  are  firms  that  operate  more  than  50  stores.  Several 
large  check  cashing  operations  in  the  U.S.  are  public  companies, 
the  largest  of  which  operates  over  350  stores  in  several  different 
markets . 

National  Check  Cashers  Association  (NaCCA) 

Professional  check  cashers  from  throughout  the  United  States 
formed  the  National  Check  Cashers  Association  in  1987.  The 
organization  has  grown  rapidly,  with  a  current  membership  of  2,400 
individual  check  cashing  centers  in  35  states.  The  Association  was 
organized  to  foster  the  business  and  interests  of  its  members  and 
to  provide  better  service  to  customers  and  the  community. 

Among  its  accomplishments,  NaCCA  has  forged  adoption  of  a 
national  Code  of  Conduct  that  specifies  ethical  standards  for  the 
industry,  such  as  the  disclosure  of  fees  by  posting  notifications, 
and  providing  receipts  to  our  customers.  Additionally,  NaCCA  has 
also  adopted  a  Statement  of  Principles  which  commits  our  members  to 
vigorously  combat  money  laundering.  NaCCA  has  recently  published 
a  comprehensive  manual  for  the  industry,  authored  by  a  well-known 
government  financial  security  expert,  who  is  also  an  expert  on  the 
Bank  Secrecy  Act,  that  will  detail  the  procedures  necessary  to 
prevent  money  laundering. 
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PENDING  LEGISLATION 

As  you  know,  many  of  the  issues  raised  by  HR  1448  are  already 
addressed  in  legislation  now  pending  in  a  Conference  Committee. 
Section  8  of  HR  3235,  the  "Money  Laundering  Suppression  Act", 
establishes  a  national  registration  program  for  check  cashers  and 
other  non-bank  financial  institutions.  Section  7  of  the  same  bill 
urges  states  to  regulate  and  license  check  cashers  and  other 
nonbank  financial  institutions. 

This  legislation  was  reported  to  the  House  just  five  weeks  ago  by 
the  Banking  and  Urban  Affairs  Committee.  As  an  invited  witness,  I 
was  pleased  to  provide  Mr.  Neal's  subcommittee  with  our  industry's 
view  on  that  legislation.  Considering  it's  recent  passage  by  the 
Banking  committee,  it  seems  somewhat  premature  for  me  to  revisit 
the  bill's  provisions  even  before  it  is  enacted.  I  believe  it 
would  make  more  sense  to  wait  to  see  how  the  provisions  of  HR  3235 
work  after  it  is  signed  into  law. 

Further,  will  the  proposals  before  us  today  amend  existing 
legislation  or  would  they  be  independent?  As  you  know,  the 
knowledge  of  details  of  various  proposals  are  critical  to  the 
ability  to  provide  quality  analysis. 

Comments  on  HR  1448 

The  National  Check  Cashers  Association  strongly  opposes  HR 
1448,  the  "Check  Cashing  Act  of  1993".  The  bill  would  regulate  the 
industry  in  a  way  which  is  nearly  unprecedented  in  times  of 
economic  stability  by  imposing  federal  price  controls,  nationwide, 
on  a  significant  segment  of  the  economy  which  provides  needed 
services  to  millions  of  local  community  residents. 

State  Issue,  not  Federal 

HR  1448  calls  for  a  limitation  on  the  fee  which  may  be  charged 
for  cashing  checks,  saying  that  "a  person  that  regularly  engages  in 
the  business  of  cashing  checks,  travelers'  checks,  money  orders,  or 
similar  instruments,  shall  not  charge  any  fee  for  cashing  such  an 
instrument  that  exceeds  the  greater  of  $0.50  or  0.85  percent  of  the 
amount  of  the  instrument".  The  Act  does  not  contain  a 
"Congressional  findings"  section,  so  no  reason  is  stated  as  to  why 
fees  should  be  controlled  by  the  federal  government. 

The  National  Check  Cashers  Association  strongly  believes  that 
any  consideration  of  a  governmental ly  imposed  rate  structure  should 
be  reviewed  at  the  state  level,  not  the  federal  level. 
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First  of  all,  there  is  little  or  no  precedent  for  the  Congress 
of  the  United  States  to  impose  federal  price  controls  outside  of  a 
national  emergency.  Legislatively  implementing  an  exact  price  for 
a  specific  service,  for  every  city  and  town  in  America,  without  any 
overriding  national  emergency,  is  an  extraordinary  contrast  to  the 
principles  of  our  free  market  economy. 

Considering  that  it  would  be  remarkable  at  the  very  least  for 
Congress  to  unilaterally  impose  this  sort  of  unprecedented  market 
distortion,  perhaps  it  would  be  useful  to  more  fully  discuss  check 
cashing  fees,  and  how  they  are  set  currently,  as  this  seems  to  be 
a  major  thrust  of  the  bill. 

A  multitude  of  factors  go  into  the  determination  of  a  fee 
structure  for  cashing  checks.  Like  any  business,  check  cashers 
have  normal  overhead  expenses.  Rent  for  office  space,  salaries, 
depreciation,  interest,  insurance,  management  and  administration 
expenses,  taxes,  and  other  normal  operating  expenses  are  all  part 
of  the  built-in  cost  structure  of  running  a  business. 

These  cost  factors  will  be  dramatically  different  from 
location  to  location.  The  overhead  costs  of  doing  business  in  New 
York  City  are  much  different  than  in  McPherson,  Kansas,  or 
Albuquerque,  New  Mexico.  Further,  the  pricing  of  any  product  or 
service  can  be  greatly  dependent  upon  the  level  of  customer 
activity,  or  volume,  of  a  particular  location.  The  population 
densities  of  particular  cities  and  towns  obviously  vary  greatly, 
having  a  significant  effect  on  location  volume. 

Therefore,  the  price  of  any  product  or  service,  in  this  case 
cashing  checks,  may  be  determined  in  large  part  by  the  underlying 
cost  structure  of  the  particular  location,  the  population  density, 
and  the  resulting  level  of  customer  activity. 

Beyond  normal  overhead  expenses,  however,  the'  check  cashing 
business,  like  almost  every  other  business  in  a  free  market 
economy,  is  subject  to  the  normal  pressures  of  competition.  Check 
cashing  centers  compete  daily  with  banks,  grocery  stores,  credit 
unions,  savings  and  loan  companies,  and  a  multitude  of  other 
businesses  which  may  cash  checks. 

The  nature  of  our  business  allows  for  a  relatively  low  cost  of 
entry,  and  the  service  is  highly  price-sensitive.  Competition 
rapidly  appears  with  favorable  market  conditions,  as  witnessed  by 
the  rapid  growth  of  our  own  industry.  The  number  of  check  cashing 
centers  have  doubled  in  the  last  five  to  seven  years.  There  is  no 
doubt  that  local  fee  structures  must  appropriately  reflect,  in 
part,  local  competition.  Other  important  factors  come  into  play, 
however . 
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There  is  a  substantial  risk  factor  which  must  be  considered  in 
determining  the  appropriate  fee  for  cashing  a  check.  Is  it  a 
government  check,  a  payroll  check,  or  an  unknown  third-party  check? 
What  are  the  chances  that  the  check  could  have  been  stolen,  and  how 
would  we  know?  Do  we  know  the  individual  involved?  Has  he  or  she 
been  a  good  customer  before?  Does  the  customer  have  proper 
identification  —  is  it  enough,  and  of  verifiable  quality?  All 
these  questions  of  risk,  and  sometimes  many  more,  must  be 
considered.  The  weight  of  these  elements  of  risk  must  be  carefully 
measured  and  again  in  part,  have  a  bearing  on  the  fee  which  will  be 
charged. 

However,  the  subject  of  rate  regulation  of  the  check  cashing 
industry  already  has  precedent  at  the  state  level.  Ten  states, 
including  California,  Connecticut,  Delaware,  Georgia,  Illinois, 
Minnesota,  New  Jersey,  New  York,  Ohio,  and  Rhode  Island  have  now 
developed  rate  structures  for  the  check  cashing  industry.  If  rate 
structures  are  to  be  considered,  it  is  there,  at  the  state  level, 
where  the  unique  cost  factors  of  that  particular  location  can  be 
most  appropriately  considered. 

The  federal  government  is  not  the  appropriate  body  to  set 
rates  nationwide,  assuming  that  was  even  necessary  in  the  first 
place.  Even  when  wage  and  price  controls  were  set  under  President 
Nixon,  specific  prices  were  determined  by  a  regulatory  body,  not 
written  into  the  legislative  language. 

Beyond  that,  the  fee  structure  contemplated  in  HR  1448  is  in 
fact  completely  unrealistic;  nowhere  in  the  nation,  not  even  in 
regulated  states,  are  fees  as  low  as  0.85  percent.  State 
regulators  with  expertise  in  the  check  cashing  industry's  cost  and 
profit  structure  have  all  set  rates  considerably  higher  than  the 
ceiling  set  in  HR  1448. 

There  is  no  doubt  that  any  consideration  of  setting  rate 
structures  should  appropriately  be  left  to  the  states . 

Federal  Licensing 

The  provisions  of  HR  1448  would  also  require  the  Federal  Trade 
Commission  to  license  any  person,  other  than  a  depository 
institution,  engaging  in  the  business  of  issuing,  redeeming,  or 
cashing  checks,  travellers'  checks,  money  orders,  or  similar 
instruments,  or  of  transmitting  money. 

Before  issuing  a  license,  the  Federal  Trade  Commission  must 
review  and  approve  the  business  record  and  the  capital  adequacy  cf 
the  applicant;  the  competence,  experience,  integrity,  and  financial 
ability  of  each  individual  who  is  the  applicant,  is  a  director, 
officer,  or  supervisory  employee  of  tne  applicant,  or  owns  or 
controls  the  applicant. 
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The  National  Check  Cashers  Association  has  a  number  of 
questions  regarding  the  practicality  of  this  licensing  approach. 
While  the  Act  would  obviously  cover  the  professional  check  cashing 
industry,  there  are  several  serious  questions.  Would  it  cover 
mainstream  retailers  who  sell  money  orders?  Other  retailers  who 
cash  checks?  Grocery  stores  which  give  a  "cash-back"  when  you  make 
a  purchase?  Liquor  stores  which  cash  payroll  checks  when  the 
consumer  makes  a  purchase?  Hotels  and  motels  that  cash  personal 
checks  and  travellers'  checks  for  their  guests?  The  multitude  of 
other  "normal  business  situations"  where  cashing  a  check  is  nearly 
taken  for  granted  in  the  normal  course  of  business? 

If  these  businesses  are  covered  under  the  provisions,  there 
will  literally  be  millions  of  background  checks  which  will  have  to 
be  undertaken  by  the  Federal  Trade  Coirimission .  Further,  if  these 
kinds  of  transactions  are  not  covered  under  the  bill,  where  is  the 
fairness  in  principle  to  the  professional  check  cashing  industry? 
Potentially  arbitrary  divisions  along  "business  lines"  may  be 
difficult  to  administer,  much  less  justify. 

The  Act  is  also  vague  on  the  question  of  who  is  covered  by  the 
phrase  "transmitting  money".  Agents  of  companies  such  as  American 
Express  and  Western  Union  may  certainly  come  to  mind.  However,  is 
the  same  coverage  applied  to  those  who  transmit  money  via  armored 
car  companies,  or  money  courier  services,  or  firms  which  service 
ATMs? 

Looking  more  closely  at  the  licensing  requirement  of  the 
Federal  Trade  Commission  other  potentially  more  serious  questions 
arise.  To  our  knowledge,  the  FTC  is  not  currently,  nor  has  it  ever 
been,  in  the  "licensing"  business.  From  our  perspective,  it  is 
very  difficult  to  see  how  this  small  agency  of  less  than  1,000 
people  could  effectively  and  efficiently  take  on  the  herculean  task 
of  conducting  background  checks,  and  then  be  in  the  retail 
enforcement  business  overseeing  perhaps  hundreds  of  thousands  of 
people  and  units . 

While  the  FTC  does  have  ten  regional  offices,  it  is  our 
understanding  that  each  office  only  has  about  17  employees  and 
serves  a  large  geographical  area.  For  example,  a  retailer  in 
Rehoboth  Beach,  Delaware,  would  be  dealing  with  the  FTC  office  in 
Cleveland,  Ohio.  Obviously,  large  organizational  changes  would 
have  to  be  contemplated. 

Future  Direction 

The  provisions  of  HR  1448  require  a  number  of  other  actions 
such  as  a  requirement  that  federally  drawn  checks  be  mailed  to  only 
certain  addresses,  and  a  study  of  the  debit  card  system  of  benefit 
payments  and  benefit  check  delivery.  These  issues  point  to  another 
area  in  which  check  cashers  are  playing  an  increasingly  important 
role  —  that  of  EBT,  or  Electronic  Benefit  Transfer. 
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As  EBT  technology  continues  to  develop,  the  check  cashing 
industiry  has  been  in  the  forefront  to  more  efficiently  deliver 
government  benefits.  While  EBT  offers  potential  benefits  to 
consumers,  government  agencies,  and  check  cashing  centers,  there 
are  certain  drawbacks . 

Therefore,  the  National  Check  Cashers  Association  supports 
further  study  into  these  emerging  technologies,  and  would  be  happy 
to  work  with  your  subcommittee  and  staff  to  explore  their 
application  to  the  check  cashing  industry. 

Summary 

The  National  Check  Cashers  Association  is  pleased  to  begin  the 
process  of  providing  this  subcommittee  with  a  better  working 
knowledge  and  understanding  of  how  the  professional  check  cashing 
business  works,  the  benefits  it  provides  to  the  local  community, 
and  how  this  bill  would  effect  the  industry.  We  stand  ready  at 
any  time,  Mr.  Chairman,  to  work  with  this  subcommittee  and  its 
staff  to  provide  comprehensive  information  about  professional  check 
cashing  centers . 

Again,  Mr.  Chairman,  while  our  organization  must  oppose  HR 
1448  at  this  time,  we  would  look  forward  to  working  with  you  to 
help  you  gain  a  better  knowledge  about  the  many  benefits 
professional  check  cashing  centers  provide  to  the  local  community. 

Thank  you. 
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STATEMENT  OF  VIRGINIA  CITIZENS  CONSUMER  COUNCIL 

before 
SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND  INSURANCE 
COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

on 
CONSUMER  ACCESS  TO  BANKING  SERVICES 


The  Virginia  Citizens  Consumer  Council  is  pleased  to  participate  in  this  hearing  on 
consumer  access  to  affordable  basic  banking  services  and  check  cashing  services.    VCCC  is  a 
statewide  membership  consumer  advocacy  organization.    We  have  a  long-standing  interest  in 
access  to  affordable  basic  banking  services  and  check-cashing  services  offered  by  non-bank 
commercial  operations.    VCCC  has  worked  for  affordable  basic  banking  services  in 
Richmond  and  Washington  over  the  last  decade.   We  commend  this  subcommittee  for  its 
interest  in  the  plight  of  consumers  left  out  of  the  mainstream  banking  system. 


CHECK  CASHING 

VCCC  began  publishing  surveys  of  check  cashers'  fees  in  1988.    We  ujxlated  the 
survey  for  a  General  Assembly  study  committee  in  December,  1989.    At  that  time  the 
average  fee  for  cashing  a  $500  Social  Security  check  was  $14.71  compared  to  a  national 
average  of  $8.47  (CFA  1987)  and  S3. 85  in  New  York  where  check  cashing  rates  were 
regulated.    In  Virginia,  a  $369  AFDC  check  cost  $8.13  to  cash,  compared  to  $6.24 
nationally  and  $2.87  in  New  York. 

Since  1989,  the  check  cashing  industry  has  boomed  in  Virginia,  with  outlets  springing 
up  across  the  state,  especially  outside  military  bases  and  in  lower  income  urban  areas.    As 
banks  have  consolidated  and  moved  out  of  lower  income  communities,  the  check  cashers 
have  filled  the  vacuum.   There  is  no  state  regulation  of  check  cashing  in  Virginia  which  is 


VCCC  Headquarters  ▼    7115  Leesburg  Pike,  Suile  215  T    Falls  Church.  VA  22043  T    703-536-8642 


59 


typical  of  most  states.    A  General  Assembly  study  committee  conducted  an  inquiry  into  basic 
banking  issues  in  1989  and  concluded  that  check  cashing  did  not  need  to  be  regulated  by  the 
Bureau  of  Financial  Institutions.   VCCC  and  other  advocates  for  low  income  consumers 
disagreed. 

Check  cashers  cash  a  variety  of  checks  for  a  percentage  of  the  face  value,  sell  money 
orders,  sell  lottery  tickets,  rent  post  boxes,  and  offer  to  file  income  taxes  or  to  send  faxes  for 
customers.   Their  customers  include  transient  consumers  without  checking  accounts, 
low-income  consumers,  young  military  people  and  students,  and  consumers  who  do  not  have 
bank  accounts  due  to  a  wide  variety  of  reasons.   Because  fees  are  generally  not  posted  and 
are  difficult  to  understand,  consumers  are  unlikely  to  realize  how  much  they  are  paying  for 
these  services.    Consumers  who  use  check  cashers  typically  have  no  idea  what  it  would  cost 
to  use  alternatives  for  check  cashing. 

Check  cashers  have  branched  into  a  second  line  of  business  in  Virginia  -  "payday" 
loans  -  which  has  triggered  a  series  of  complaints  from  our  Attorney  General.    Since 
November  of  1992  the  Virginia  Attorney  General  filed  charges  against  six  check  cashing 
companies  alleging  violations  of  the  Virginia  Consumer  Finance  Act.   Two  cases  have  been 
settled,  two  cases  went  to  trial,  and  two  cases  remain  open.    Refunds  of  over  $111 ,000  have 
been  made  to  date. 

The  cases  alleged  that  check  cashers  were  making  illegal  short-term  loans  at  annual 
interest  rates  as  high  as  2,000  percent  APR  by  mjiking  "payday"  loans.    For  example, 
Ameracheck  charged  23%  to  advance  funds  against  present  or  post-dated  checks.    The 
"loans"  usually  were  for  a  few  days  until  payday  when  the  consumer  either  redeemed  the 
check  with  the  face  amount  or  allowed  the  check  to  be  processed  at  the  bank.    If  the  check 
was  held  for  five  days,  the  fee  calculated  using  the  actuarial  method  produced  an  APR  of 
2,190%;  1,095%  if  the  check  was  held  ten  days,  and  730%  if  the  check  was  held  for  fifteen 
days.   In  Virginia  lenders  are  prohibited  from  charging  more  than  12%  interest  on  loans  of 
less  than  $3500  unless  they  are  licensed  as  small  loan  lenders  or  are  exempt  from  the 
Consumer  Finance  Act. 

In  1993  we  contacted  a  small  sample  of  check  cashers  to  find  out  the  trends  in  fees. 
In  Newport  News,  Dominion  Check  Cashing  was  charging  3%  to  cash  a  government  check  if 
the  customer  had  identification  and  10%  without  ID.   Nongovernment  checks  cost  10%  of 
the  face  value.   For  $9.95  a  customer  could  have  a  photo  ID  card  with  name,  address,  birth 
date  and  Social  Security  number. 

Virginia  Check  Cashers,  Inc.  in  Newport  News  charged  2.5%  or  $10  to  cash 
government  checks.    American  Check  Cashing  had  no  posted  fee  schedule  but  said  that  they 
charge  5%  to  cash  government  checks.    Allstate  Express  charged  2%  to  cash  government 
checks  with  an  in-state  ID  and  4%  to  cash  out-of-state  government  checks. 
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TTie  largest  chain  of  Virginia  check  cashers  is  Almost  a  Banc  with  branches  in 
Tidewater  and  Northern  Virginia.    They  have  the  most  complex  fee  schedule  as  well, 
charging  from  2  to  10%  to  cash  a  variety  of  checks.   Almost  a  Banc  tacks  on  a  computer 
surcharge  and  sets  a  minimum  of  $1.50  for  all  checks  over  $15  and  a  10%  charge  on  checks 
under  $15. 

Anykind  Check  Cashing  in  Richmond  posts  a  list  of  ten  different  types  of  checks  it 
will  cash  with  fees  ranging  from  2%  to  10%  of  the  face  value  of  checks.   This  outlet  refuses 
to  quote  rates  over  the  phone  and  posts  its  charges  on  small  type-written  lists  over  the  tellers' 
windows. 

Last  year,  VCCC  surveyed  31  major  Virginia  banks  and  thrifts  as  part  of  CFA's  1993 
Bank  Fee  Survey.    We  found  that  half  say  they  cash  government  benefit  checks  for  non- 
depositors  with  identification.   The  typical  fee  is  $3,  with  some  banks  cashing  checks  for  free 
and  other  charging  as  much  as  $5  per  check.   These  results  were  mirrored  in  the  later 
statewide  VCCC  banking  survey.   However,  many  institutions  limit  the  amount  of  such 
checks  that  they  will  cash. 

With  fees  this  high,  you  would  expect  consumers  to  be  complaining  in  droves.   But 
you  would  be  wrong.    Almost  no  complaints  are  filed  about  the  check  cashing  business.    We 
believe  that  this  is  because  their  clients  have  nowhere  else  to  turn  for  this  service,  are  not 
empowered  to  complain,  and  wouldn't  know  where  to  go  for  help. 

Banks  and  thrifts  may  offer  cheaper  services  than  check  cashers,  but  many  consumers 
are  not  aware  that  they  may  obtain  these  services.    Since  many  financial  institutions  are 
unwilling  to  cash  checks  for  non-depositors,  consumers  who  are  turned  down  may  decide  that 
no  bank  will  cash  their  checks.   They  go  to  check  cashers  because  they  are  more  likely  to  be 
located  in  the  areas  where  they  live  or  work  (and  banks  and  thrifts  are  generally  not  in  these 
areas)  and  because  check  cashers  are  open  longer  hours. 

VCCC  is  concerned  about  the  basic  business  of  unregulated  check  cashers.    We 
believe  that  consumers  who  use  their  services  have  few  real  choices  available  for  getting 
checks  cashed.   Just  as  we  regulate  small  loan  companies  due  to  the  lack  of  competition  for 
necessitous  borrowers,  we  should  regulate  check  cashers  as  a  form  of  financial  institution  in 
a  position  to  exploit  vulnerable  consumers. 

The  legislation  proposed  by  Representative  Fields  addresses  many  of  our  concerns 
about  the  business  of  check  cashing,  which  include  fair  fees,  adequate  oversight,  and 
reasonable  identification  standards  for  check  cashers;  bank  obligations  to  cash  government 
checks  for  non-depositors;  and  a  thoughtful  study  of  future  methods  of  delivering  benefits. 

On  the  provisions  of  H.R.  1448,  VCCC  makes  these  observations.  We  fully  support 
the  laudable  intent  of  Representative  Fields  to  protect  the  most  vulnerable  consumers  outside 
mainstream  banking  from  fee  gouging  by  check  cashers.    We  have  questions  about  the 
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implementation  proposed.   The  bill  sets  a  maximum  fee  for  cashing  checks  and  requires  that 
the  Federal  Trade  Commission  license  check  cashers  nationally.   We  know  of  no  other 
service  where  Congress  sets  the  price  by  statute  or  which  is  licensed  by  the  FTC. 

Another  way  to  accomplish  the  same  goal  is  for  Congress  to  ban  the  business  of 
check  cashing  for  a  fee  LINLESS  the  state  provides  a  regulatory  structure  that  meets  these 
standards: 

1 .  Fees  are  related  to  actual  costs  and  are  reasonable  in  light  of  the  types  of  checks 
being  cashed  and  in  recognition  of  the  level  of  competitiveness  in  the  industry  and  choices 
available  to  clients. 

2.  Other  lines  of  business  on  the  same  premises  are  restricted  to  those  which  clearly 
benefit  consumers  and  the  sale  of  lottery  tickets  and  other  gambling  is  banned. 

3.  Entry  requirements  prove  that  principals  and  employees  are  of  good  character  with 
no  criminal  record  and  adequate  capitalization  is  available. 

4.  Audits  and  reviews  are  conducted  in  compliance  with  a  state  regulatory  program. 

5.  Fees  must  be  posted,  including  representative  charges  for  typical  checks.    Receipts 
must  be  given  that  state  the  amount  of  the  check,  the  fee,  the  date,  and  the  payor.    Notice 
must  also  be  posted  of  where  to  file  complaints. 

6.  Check  cashers  are  specifically  prohibited  from  lending  money  or  offering  credit 
services. 

Under  this  proposal,  check  cashing  would  only  be  permitted  in  states  that  regulate  the 
business  in  the  consumer  interest.    Congress  would  set  the  basic  standards  and  states  could 
adapt  them  to  fit  local  conditions. 

Section  4  of  the  HR1448  requires  banks  to  cash  government  checks  for  non- 
depositors.   We  support  this  reasonable  requirement  on  financial  institutions  to  serve  the 
basic  banking  needs  of  their  communities  which  we  believe  they  should  already  be  doing 
under  the  Community  Reinvestment  Act.    Section  4  is  silent  on  the  fee  to  be  charged  for 
cashing  checks  by  banks.   We  recommend  that  the  Federal  Reserve  be  asked  to  determine  the 
actual  cost  of  bank  check-cashing  and  set  the  permitted  fee  to  be  charged.    Banks  should  also 
be  required  to  publicize  the  availability  of  check  cashing  services.    I  have  never  seen  a  sign, 
advertisement,  or  posted  notice  in  a  bank  lobby  that  checks  will  be  cashed.   This  service 
shows  up  as  one  of  many  miscellaneous  fees  on  the  back  of  bank  fee  schedules.   It  is  no 
wonder  that  consumers  who  have  no  history  of  dealing  with  banks  do  not  know  that  some 
banks  will  cash  checks  for  them. 
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Section  5  restricts  the  addresses  to  which  federal  agencies  may  mail  checks.    If  the 
goal  here  is  to  prevent  check  cashers  from  directly  receiving  citizens'  checks,  the  bill  could 
explicitly  bar  mailing  checks  to  cashers.   The  four  permitted  addresses  may  be  too  narrow  to 
accommodate  custodial  arrangements  for  consumers.    A  signed  permission  to  mail  checks  to 
the  addresses  of  adult  children,  trustees,  or  other  responsible  persons  could  be  added. 

Section  7  definitions  should  be  clarified  on  item  5  to  indicate  that  only  one  form  of 
identification  is  sufficient.   VCCC's  study  of  low-income  consumers  found  that  most  people 
have  one  form  of  picture  ID  available  but  not  two.   (I'm  not  a  low  income  consumer,  but 
since  my  employer  uses  an  ID  without  a  photograph,  my  driver's  license  is  my  only  form  of 
identification  which  has  a  picture.) 


BASIC  BANKING 

According  to  the  Washington  Post,  the  pool  of  consumers  without  checking  accounts 
is  growing  and  now  approaches  14%  of  all  households.   In  1989,  VCCC  conducted  a  study 
of  basic  banking  needs  of  low  and  moderate  income  consumers,  involving  personal 
interviews  with  308  consumers  at  29  sites  across  the  state.   We  found  that  88%  of  AFDC 
recipients,  29%  of  Social  Security  recipients,  and  67%  of  people  on  SSI  did  NOT  have 
checking  accounts.    Families  without  checking  accounts  compared  to  those  with  accounts 
were  larger,  younger,  less  likely  to  be  college  educated,  more  likely  to  be  black  and  are 
slightly  poorer.     The  impact  of  check  cashing  fees  on  the  limited  public  benefits  and  meager 
paychecks  of  these  families  is  severe.    Charging  2%  to  cash  a  welfare  check  is  equivalent  to 
a  2%  cut  in  benefits. 

The  primary  reasons  given  for  not  having  a  checking  account  were  inability  to  save 
enough  to  open  one,  unaffordable  fees,  difficulty  in  managing  the  checkbook,  and  fear  of 
bounced  check  charges.   Twenty-seven  percent  of  consumers  without  checking  accounts 
reported  that  they  had  trouble  cashing  their  checks.    Of  this  group,  80%  were  below  the 
federal  poverty  level,  43%  were  employed  full  or  part-time.   Just  requiring  banks  to  cash 
government  checks  will  not  meet  the  needs  of  the  working  poor. 

VCCC's  1993  survey  of  all  Virginia  banks  and  thrifts  was  conducted  in  November 
and  59  institutions  respondwl.  Among  the  accounts  studied  were  free  or  low  cost  regular 
checking  accounts  and  budget  checking  accounts. 

Free  or  Low  Cost  Regular  Checking  Accounts  Only  46  responding  institutions 
reported  offering  a  free  or  low  cost  (monthly  fee  under  $6)  banking  account.    Many  of  these 
institutions  required  a  $100  deposit  to  open  an  account  but  most  allowed  the  account  to 
remain  of)en  as  long  as  any  money  was  in  the  account.    Fees  for  200  checks  ranged  from 
$7.00  to  $13.30,  with  most  charging  around  $11.00.   Bounced  check  fees  ranged  from  $5.00 
to  $30.00  per  check,  but  most  charged  $20.00.   The  institutions  did  not  report  other  fees 
consistently,  but  it  is  clear  that  bank  fees  are  significant  charges  for  consumers.    Charges  for 
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levies  and  garnishments  were  weighty  -  often  at  least  $50  and  as  high  as  $75.00.   Since  these 
are  events  for  which  consumers  do  not  plan,  it  is  unlikely  that  they  realize  what  their 
institution  charges.    It  is  even  more  unlikely  that  consumers  select  accounts  based  upon  these 
charges.    However,  such  charges  can  be  least  afforded  by  the  people  who  incur  them  and 
could  easily  push  a  family  over  the  edge  financially.   Only  4  of  these  institutions  said  they 
would  absolutely  cash  checks  for  non-customers;  19  would  cash  them  in  certain  situations 
and  20  say  they  would  not  cash  checks  for  non-depositors.    Likewise,  20  required  two 
picture  ID's  to  cash  checks  and  only  30  would  accept  a  Department  of  Social  Services  ID  as 
one  of  those. 

Budget  Checking  Accounts  Eighteen  institutions  reported  offering  budget  checking 
accounts  (defined  as  low  cost,  restricted  use  accounts  with  no  minimum  balance  required). 
Monthly  fees  for  these  accounts  ranged  from  $0.00  to  $8.00.   Some  allowed  unlimited 
transactions  each  month,  but  others  allowed  only  5,  6  or  10.   Additional  transactions  cost 
from  $.20  to  $.75  each.    Several  of  these  accounts  could  be  opened  with  as  little  as  $25.00 
but  the  requirement  was  typically  more  like  $100.   Fees  and  identification  requirements  for 
these  accounts  were  similar  to  those  on  free  or  low  cost  accounts. 

Since  every  financial  institution  does  not  offer  low  cost  or  budget  accounts,  these 
results  indicate  that  all  citizens  do  not  have  access  to  basic  banking.   The  Community 
Reinvestment  Act  requires  that  credit  be  available  to  low  and  moderate  income  citizens  (and 
the  success  of  Uiese  programs  varies),  but  there  is  no  requirement  that  basic  banking  be 
available.    As  banks  and  thrifts  leave  low  income  neighborhoods  check  cashers  move  in. 

Because  we  believe  that  access  to  basic  banking  is  a  cornerstone  for  financial  well 
being  in  America,  VCCC  supports  a  federal  mandate  for  basic  banking  services  for  low  and 
moderate  income  citizens.   Costs  should  be  tied  to  the  actual  costs  of  the  institutions  and  set 
by  the  Federal  Reserve.    Institutions  should  not  be  allowed  to  inflate  these  costs  with 
uncollectible  fees  (which  tend  to  be  punitive  in  the  first  place). 

Thank  you  for  this  opportunity  to  support  the  goal  of  protecting  consumers  left  behind 
by  the  banking  industry.   These  citizens  are  often  struggling  to  survive  each  day  and  are 
unlikely  to  complain  or  demand  services.    However  if  we  want  them  to  survive  economically 
and  achieve  fmancial  well  being,  they  must  have  access  to  basic  banking  at  a  reasonable  cost. 
Requiring  financial  institutions  to  offer  these  services  and  setting  mandatory  regulatory 
standards  for  states  to  implement  for  check  cashers  are  actions  which  Congress  should  take 
for  low  and  moderate  income  citizens. 


Irene  Leech 

Vice  President,  VCCC 

April  28,  1994 
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The  Consumer  Bankers  Association  ("CBA")    appreciates  the  opportunity  to 
appear  before  the  Consumer  Credit  and  Insurance  Subcommittee  ("Subcommittee")  of  the 
House  Committee  on  Banking,  Finance  and  Urban  Affairs  to  offer  our  views  on  the  current 
availability  of  basic  banking  and  government  check  cashing  services  within  the  U.S.  banking 
industry.  The  Chairman  and  the  Subcommittee  are  to  be  commended  for  holding  this 
hearing  on  the  important  issues  of  basic  banking  and  government  check  cashing  services. 

Despite  the  business  challenges  over  the  last  two  decades,  banks  have 
remained  committed  to  providing  affordable  banking  services  to  all  segments  of  the 
population.  We  believe  that  any  person  who  so  desires  should  have  access  to  affordable 
basic  banking  services.  For  the  reasons  detailed  in  this  testimony,  CBA  believes  that  the 
majority  of  banks  already  offer  such  services.  Moreover,  other  efforts  are  being  initiated  by 
various  government  agencies  to  enhance  services  to  federal  benefit  recipients  through 
electronic  benefit  transfer  ("EBT")  programs.  Given  the  current  availability  of  basic  banking 
and  government  check  cashing  services  and  the  rapid  development  of  new  initiatives  to 
improve  such  services,  CBA  believes  that  legislation  requiring  banks  to  provide  specific 
services  would  be  counterproductive.  Not  only  would  such  legislation  interfere  with  the 
natural  response  of  the  marketplace,  but  it  could  actually  hurt  the  consumers  it  is  intended 
to  help. 

RASIC  BANKING  SERVICES 

Financial  institutions  have  made  great  strides  in  meeting  the  basic  banking 
needs  of  low-  and  moderate-income  consumers.  For  almost  a  decade,  data  have  revealed 
that  many  banks  offer  some  type  of  basic  banking  service,  and  surveys  done  over  the  last 
ten  years  show  that  more  and  more  depository  institutions  are  providing  such  services.  For 
example,  a  survey  conducted  by  CBA  in  March  1985  involving  150  of  the  nation's  leading 
banks  revealed  that  74  percent  of  these  banks  offered  some  form  of  a  free  or  low-cost 
transaction  account  and  an  additional  1 7  percent  were  in  the  process  of  developing  such 
accounts. 


The   Consumer   Bankers   Association    ("CBA")    was    founded   in   1919    to 
represent    retail   banks   nationwide.      Today   it    represents   approximately   750 
federally    insured  bank  holding   companies,    banks   and   thrift    institutions 
that   hold  nearly   80  percent   of   all   consumer  deposits  and  more  than  70 
percent   of  all   consumer   credit   held  by   federally   insured  depository 
institutions.      CBA's    focus    is   on  retail    issues,    including  deposit, 
investment,    and   lending  products   and  services.      Its  membership   includes 
bank   holding   companies,    regional,    super-regional,    and  money   center   banks, 
thrifts,    and  credit   unions. 
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Similarly,  a  1985  California  Bankers  Association  survey,  conducted  by  Deloitte, 
Haskins  and  Sells,  found  tfiat  two-tfiirds  of  tfie  313  banks  surveyed  offered  free  or  economy 
checking  services  to  senior  citizens,  and  one-third  offered  such  services  to  all  customers. 

In  addition,  results  of  an  informal  survey  conducted  by  CBA  of  depository 
institutions  in  large  cities  with  high  concentrations  of  low-income  families  presented  by  CBA 
at  an  October  1 7,  1989  hearing  on  these  issues  indicated  that  a  variety  of  basic  banking 
accounts  were  being  offered  in  virtually  all  of  the  fifty  cities  with  the  highest  populations  of 
low-income  families. 

CBA's  research  indicates  that  in  the  years  since  the  1 985  and  1 989  surveys 
were  conducted,  the  availability  of  basic  banking  and  check  cashing  services  has  increased 
significantly.  In  the  Spring  of  1993,  CBA  conducted  a  survey  of  its  members  to  determine 
the  availability  of  basic  banking  accounts  for  noncustomers.  The  survey  is  attached  as  an 
appendix  to  this  testimony.  The  institutions  responding  to  the  survey  included  banks,  thrifts 
and  holding  companies  representing  a  broad  cross-section  of  U.S.  depository  institutions. 
Of  those  institutions  surveyed,  94.6  percent  offered  basic  banking  accounts. 

The  CBA  survey  also  addressed  significant  features  of  the  basic  banking 
accounts  offered  by  its  respondents.  For  example,  fixed  monthly  service  fees  charged  by 
financial  institution  respondents  for  basic  banking  accounts  average  $3.14.  Furthermore, 
not  all  financial  institutions  assess  monthly  service  fees  for  basic  banking  accounts. 
Instead,  such  institutions  will  forego  the  fees  if  a  customer  agrees  to  direct  deposit  of  payroll 
or  government  assistance  checks. 

The  survey  revealed  that,  in  order  to  control  costs,  many  financial  institutions 
are  turning  to  direct  deposit  and  urging  all  customers  to  use  this  electronic  funds  transfer 
("EFT")  technique.  In  fact,  many  banks  and  thrifts  offer  free  checking  services  to  customers 
who  agree  to  the  direct  deposit  of  payroll  and/or  government  checks.  The  federal 
government  has  been  encouraging  the  recipients  of  federal  benefits  to  utilize  direct  deposit. 
In  fact,  Vice  President  Gore  has  made  the  development  of  "electronic  benefits  transfer" 
("EBT")  a  priority.  Consumers  benefit  from  the  increased  use  of  EBT,  since  it  reduces  the 
risk  of  lost  or  stolen  checks  and  ensures  immediate  access  to  funds.  EBT,  which  will  be 
discussed  in  more  detail  later  in  this  testimony,  is  rapidly  making  paper  checks  obsolete. 

The  1993  CBA  survey  also  confirmed  that  most  financial  institutions  that  offer 
basic  banking  services  do  od  impose  minimum  balance  requirements.  Of  those  surveyed 
institutions  that  do  require  minimum  opening  balances,  the  average  required  deposit  is 
$58.93. 

The  survey  also  found  that  most  financial  institutions  that  offer  basic  banking 
services  allow  customers  to  write  a  set  number  of  checks  without  charge  and  assess 
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modest  fees  for  each  check  written  in  excess  of  that  number.  CBA  survey  results  indicate 
that  72.7  percent  of  the  responding  institutions  offer  free  check-writing  privileges,  up  to  an 
average  of  10  checks  each  month.  In  addition,  10.8  percent  of  the  respondents  offer 
unlimited  check-writing  on  basic  banking  accounts.  Therefore,  83.5  percent  of  the 
respondents  offer  either  a  limited  or  unlimited  number  of  free  checks  per  month.  The 
CBA  survey  also  revealed  that  95.6  percent  of  the  institutions  that  offer  basic  banking 
services  do  not  impose  any  ATM  use  requirements  on  customers  who  maintain  those  basic 
banking  accounts. 

The  1993  survey  indicated  that  financial  institutions  use  a  variety  of  methods 
to  market  basic  banking  accounts  and  an  overwhelming  majority  of  financial  institutions 
(98.6  percent)  provide  assistance  to  consumers  who  are  unsure  of  how  to  open  and/or 
manage  a  checking  account.  The  most  common  marketing  methods  include  community 
outreach  programs;  special  seminars;  direct  customer  contact;  Community  Reinvestment 
Act  materials;  brochures;  direct  mail  campaigns;  general  media  advertisements;  targeted 
media  advertisements  (e.g.,  church  or  community  association  bulletins);  point  of  sale 
materials;  and  tell-a-friend  coupons. 

CBA  believes  that  the  industry  will  continue  to  offer  basic  banking  services  in 
the  absence  of  federal  legislation.  The  banking  industry  is  providing  basic  banking  services 
because  it  is  in  the  industry's  long-term  economic  interest  to  do  so  in  light  of  the  customer 
relationships  developed,  and  community  relations  enhanced  as  a  result  of  providing  such 
services.  For  example,  some  depository  institutions  have  found  that  certain  types  of 
customers,  such  as  young  people  and  college  students,  are  attracted  to  basic  banking 
services,  and  that  these  customers  represent  an  important  future  market  for  financial 
services.  Thus,  basic  banking  accounts  can  meet  current  needs  and  develop  future 
relationships. 

The  fact  that  not  every  depository  institution  offers  basic  banking  services 
does  not  mean  that  the  need  for  these  services  is  not  being  met.  To  the  contrary,  there  is 
evidence  that  suggests  that  many  individuals  choose  not  to  use  the  banking  system  for 
reasons  which  are  largely  beyond  the  scope  of  federal  legislation.  For  example,  despite  the 
growing  number  of  low-cost  deposit  accounts  being  offered,  surveys  indicate  that  many 
individuals  continue  to  avoid  participating  in  the  banking  system.  In  1986,  the  Federal 
Reserve  Board  sponsored  a  survey  that  compiled  information  regarding  the  deposit  account 
practices  of  a  nationally  representative  sample  of  families.^  The  survey,  among  other 
things,  asked  families  without  a  checking  or  savings  account  why  they  did  not  hold  a  deposit 
account.  The  majority  of  non-account  holding  respondents  indicated  that  they  do  not  write 
enough  checks  or  have  sufficient  funds  to  warrant  establishing  and  maintaining  an  account. 
A  few  respondents  cited  inconvenient  hours  and  location  of  financial  institutions  as  the 
reason  for  not  maintaining  an  account.  Most  significantly,  however,  none  of  those 


2see  73  Federal  Reserve  Bulletin  255,  263,  n.27  (April  1987) 
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responding  to  the  Federal  Reserve  Board  survey  even  mentioned  high  service  fees  or 
minimum  balance  requirements  as  the  main  reason  for  not  opening  or  maintaining  an 
account.  The  results  of  other  surveys  have  been  consistent  with  the  results  of  the  Federal 
Reserve  Board  survey. 

A  recent  survey  by  Synergistics  Research  Corp. ,3  an  Atlanta  firm  that  regularly 
polls  consumers  on  their  banking  preferences,  found  that  only  one  in  four  of  lower-income 
consumers  who  do  not  already  maintain  checking  accounts  were  interested  in  basic 
banking  services.  The  majority  of  consumers  surveyed  by  the  firm  (62  percent)  indicated  a 
preference  for  using  cash  or  money  orders.  In  short,  the  results  of  these  surveys  indicate 
that  although  there  are  many  reasons  why  some  individuals  choose  not  to  utilize  the 
banking  system,  the  costs  associated  with  obtaining  and  maintaining  deposit  accounts  do 
not  appear  to  be  important  impediments  to  obtaining  basic  banking  services. 

In  addition,  the  continued  willingness  of  some  consumers  to  pay  exceptionally 
high  fees  to  check  cashing  outlets'^  when  a  full-featured  transaction  account  could  be 
obtained  from  a  bank  for  much  less,  confirms  that  cost  may  not  be  the  primary  consideration 
of  those  few  people  who  still  choose  not  to  have  an  account.  There  is  increasing  anecdotal 
evidence  that  one  of  the  major  reasons  that  some  people  do  not  have  banking  accounts  is 
a  lack  of  education  about  how  to  open  and  maintain  such  accounts.  As  a  result,  banks 
have  been  conducting  educational  seminars  and  clinics  on  opening  and  maintaining  bank 
accounts,  budgeting  and  money  management,  and  must  continue  these  efforts.  This  may 
be  one  area  in  which  the  banks  and  the  federal  government,  working  together,  can  do  even 
more. 

Any  basic  banking  legislation  requiring  banks  to  offer  specific  services  will 
create  operational  problems  for,  and  unnecessarily  increase  costs  incurred  by,  depository 
institutions  offering  basic  banking  services.  By  mandating  a  specific  type  of  tjasic  banking 
account,  such  legislation  will  inhibit  a  depository  institution  from  responding  to  the  different 
banking  needs  peculiar  to  its  geographic  location  and  customers  and  adapting  to  the 
banking  needs  and  technical  innovations  of  the  future.  A  small  bank  in  a  rural  community 
must  be  permitted  the  flexibility  to  tailor  its  operations  and  products,  including  its  basic 
banking  accounts,  to  fit  the  needs  of  its  customers,  as  should  a  large  institution  operating 
exclusively  in  an  urban  environment. 

The  impact  of  the  additional  costs  created  by  legislation  would  be  particulariy 
detrimental  to  many  smaller  institutions  including  minority-owned  institutions,  many  of  which 
are  located  in  lower-income  neighborhoods.  In  this  regard,  the  National  Bankers 
Association  ("NBA"),  an  association  representing  minority-owned  banks,  has  testified  in  the 
past  that  it  is  likely  that  such  institutions  will  experience  greater  demand  for  their  basic 


^   See  page  5    -  CBA  Basic  Banking   Survey,    1993 

*   See  Roper  Organization  survey  on  Check  Cashing   Services 
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banking  accounts  than  will  institutions  operating  in  higher  income  locations.  During 
testimony  before  the  Senate  Banking  Committee  in  June  of  1989,  the  NBA  stated  that 
legislation  to  require  lifeline  banking  accounts  would  force  minority-owned  institutions  and 
those  located  in  lower-income  areas  to  operate  at  a  competitive  disadvantage.  More 
specifically,  NBA  stated  that  "[bjecause  demand  for  these  basic  account  services  and 
government  check  cashing  services  will  likely  be  strong  in  these  low-income  areas,  the 
imposition  of  [the]  extra  costs  [created  by  legislation  mandating  such  services]  may  force 
more  banks  to  close  or  relocate;  potentially  making  financial  services  even  less  available  in 
low-  and  moderate-income  neighborhoods  and  thus  defeating  the  purpose  of  the 
legislation. "5 

Further,  the  results  of  an  NBA  survey  conducted  to  determine  the  manner  in 
which,  and  the  extent  to  which,  legislation  mandating  such  services  would  affect  its  member 
banks  indicated  that  a  majority  of  NBA's  members  offer  some  form  of  basic  banking 
services.  In  fact,  in  1989,  75  percent  to  90  percent  of  the  individuals  holding  accounts  with 
NBA  members  had  deposits  of  $1 ,000  or  less.  In  the  same  statement,  NBA  asserted  that 
"[r]ather  than  addressing  legitimate  problems  which  minority-owned  financial  institutions 
were  created  to  address,  this  [legislation]  could  create  an  even  larger  problem  placing 
additional  pressure  on  the  already  strained  resources  of  the  financial  services  industry 
insurance  fund." 

GOVERNMENT  CHECK  CASHING 

Despite  efforts  by  financial  institutions  to  provide  basic  banking  services  to 
low-  and  moderate-income  consumers,  many  of  these  individuals  choose  not  to  maintain 
checking  accounts.  This  creates  a  unique  problem  for  those  who  receive  assistance  checks 
from  state  and  federal  government  agencies.  Individuals  without  a  connection  to  a  financial 
institution  in  the  form  of  a  checking  account  often  tum  to  check  cashing  outlets.  Typically, 
these  outlets  charge  a  percentage  of  the  face  amount  of  the  check  as  compensation  for 
cashing  the  check.  In  many  states  these  outlets  are  unregulated. 

In  1989,  CBA  commissioned  the  Roper  Organization  to  conduct  a  survey 
designed  to  explore  why  consumers  use  check  cashing  services  instead  of  banks.  For  the 
survey,  the  Roper  Organization  conducted  interviews  with  consumers  outside  of  check 
cashing  facilities  in  five  cities^.  Five  check  cashing  facilities  were  selected  in  each  of  the 
five  cities.  These  check  cashing  facilities  were  located  in  low-  or  moderate-income  areas 
and  all  were  within  five  blocks  of  a  banking  facility.  Twenty  people  were  interviewed  at  each 
check  cashing  facility. 


^  June   6,    1989   Statement   of  John  Kelly,    Jr.,    President   of   the  National 

Bankers   Assoc. 

°  Washington,    DC,    Chicago,    Los  Angeles,    Miami,    New  York 
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The  survey  indicated  that  check  cashing  outlets  were  favored  over  banks  for 
a  nunnber  of  reasons  including  convenience,  hours  of  operation  and  a  lack  of  confidence  in 
the  ability  to  maintain  a  checking  account.  Many  of  the  people  who  were  interviewed  stated 
that  they  did  not  know  that  check  cashers  charged  more  for  this  service  than  a  bank. 

While  check  cashing  outlets  are  still  utilized  by  a  large  number  of  people,  they 
are  only  one  option  available  to  Americans  wishing  to  cash  government  checks.  The  1993 
CBA  Survey  indicates  that  78  percent  of  the  financial  institution  respondents  cash 
government  checks  for  noncustomers.  In  addition,  more  than  half  (52.9  percent)  of  those 
institutions  do  not  charge  for  the  service.  For  institutions  that  charge  to  cash  government 
checks,  the  average  fee  is  $3.53.  This  amount  is  considerably  less  than  the  fees  generally 
charged  by  check  cashing  outlets. 

EBT  INITIATIVES 

In  addition  to  the  financial  institution  initiatives  described  above,  various 
government  programs  to  deliver  benefits  are  in  place.  EBT  is  the  program  by  which  the 
federal  government  expects  to  offer  a  national  electronic  benefit  delivery  system  of  state 
and  federally-funded  programs.  A  number  of  states  have  either  begun  or  have  plans  to 
deliver  benefits  in  this  manner.  The  scope  of  EBT  is  broad.  It  includes  at  least  the  following 
programs:  Food  stamps;  social  security  benefits,  railroad  retirement,  veterans  benefits, 
federal  pensions,  military  pensions,  Medicaid,  Medicare,  and  student  loans.  Vice  President 
Gore  has  made  this  program  a  priority  of  his  "Reinventing  Government"  and  "Information 
Superhighway"  initiatives.  The  Vice  President  has  shortened  the  time  frame  for  the 
development  of  an  EBT  program  to  two  years  rather  than  the  originally  projected  time  frame 
of  ten  years.  A  nationwide  EBT  program  will  greatly  improve  the  quality  of  service  to 
beneficiaries  through  administrative  efficiency,  cost  efficiency  and  security. 

A  number  of  EBT  programs  are  in  operation  across  the  country.  For  example, 
the  Financial  Management  Service  ("FMS")  has  expanded  the  Direct  Payment  Card  ("DPC") 
program  in  the  Dallas/Ft.  Worth,  Texas  area.  The  DPC  program  has  been  offered  in  the 
Houston  area  since  April  1992.  As  of  March  31  of  this  year,  10,000  federal  benefit 
recipients  have  enrolled,  along  with  the  1 ,200  recipients  who  enrolled  in  Dallas. 
Participating  program  beneficiaries  include  Social  Security,  Supplemental  Security  Income, 
Civil  Service  Retirement,  Railroad  Retirement  Disabilities  and  Annuities  and  Veterans 
Pension  and  Compensation  recipients.  The  Dallas/Ft.  Worth  DPC  program  charges  a  $3.00 
monthly  service  fee  for  one  ATM  transaction  and  unlimited  point  of  sale  usage. 

FMS  is  piloting  the  DPC  Program  as  an  EFT  payment  mechanism  for  federal 
benefit  recipients  who  do  not  have  bank  accounts.  The  program  is  being  marketed  through 
informational  inserts  with  the  monthly  checks  recipients  currently  receive.  It  is  anticipated 
that  the  Dallas/Ft.  Worth  program  will  demonstrate  the  feasibility  of  implementing  a  cost- 
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effective  DPC  program. 

Another  example  of  an  existing  EBT  program  is  the  U.S.  Department  of 
Agriculture's  Food  and  Nutrition  Service  ("FNS")  nationwide  administration  of  the  Food 
Stamp  and  Women,  Infants  and  Children  Programs.  In  1992  the  Southeast  Regional  Office 
of  FNS  in  Atlanta,  Georgia  organized  an  EBT  working  group  (later  named  the  EBT  Regional 
User's  Group)  to  provide  staff  from  each  of  its  eight  states  with  the  opportunity  to  share 
information,  receive  guidance  from  the  regional  office,  and  benefit  from  experience  of  others 
outside  the  region.  Because  of  the  program's  success,  the  Southeastern  states  are 
exploring  the  possibility  of  working  together  on  a  multi-state  EBT  project,  and  FNS  has 
reconimended  that  EBT  groups  be  established  in  every  other  region  in  the  country. 

CONCLUSION 

Low-cost  basic  banking  accounts  are  readily  available  to  consumers  in  every 
region  in  the  country,  and  it  is  well  documented  that  the  availability  of  these  accounts  has 
dramatically  increased  in  the  last  few  years.  In  addition,  the  majority  of  banks  cash 
government  checks  for  noncustomers  for  fees  considerably  less  than  those  charged  by 
check  cashing  outlets.  Customers  have  a  variety  of  options  to  choose  from  when  shopping 
for  a  basic  banking  account,  and  direct  deposit,  which  is  safer  and  more  convenient  than 
paper  checks,  is  almost  always  available  to  those  customers.  In  fact,  most  institutions 
encourage  its  use.  Moreover,  the  majority  of  institutions  provide  assistance  to  consumers 
who  are  unsure  of  how  to  open  or  manage  checking  accounts.  In  addition,  new  ways  of 
delivering  government  benefits  are  constantly  being  explored  and  implemented  by  the 
federal  government.  We  remain  committed  to  identifying  new  programs  to  improve  the 
banking  industry's  ability  to  meet  the  needs  of  low-  and  moderate-income  consumers.  In 
light  of  the  increasing  availability  of  basic  banking  services  and  the  development  of 
technology  that  is  rapidly  making  the  delivery  of  government  benefits  by  paper  checks 
obsolete,  CBA  believes  that  Congressionally  designed  and  priced  services  are  not 
necessary. 

CBA  appreciates  the  opportunity  to  present  our  views  to  the 
Subcommittee  on  the  important  issues  of  basic  banking  and  government  check  cashing 
services. 
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Consumer  Bankers  Association 

The  Consumer  Bankers  Association  was  founded  in  1919  to  provide  a  progressive 
voice  for  the  retail  banking  industry.  CBA  represents  approximately  800  federally  insured 
banks  and  thrift  institutions  that  hold  more  than  80  percent  of  all  consumer  deposits,  and 
more  than  70  percent  of  all  consim\er  aedit  held  by  federally  insured  depository  institu- 
tions. 


This  publication  is  designed  to  provide  accurate  and  authoritative  information  in 
regard  to  the  subject  matter  covered.  It  is  distributed  with  the  xmderstanding  that  the 
publisher  is  not  engaged  in  rendering  legal,  accounting  or  other  professional  service.  If 
legal  advice  or  other  expert  assistzince  is  required,  the  services  of  a  competent  professional 
person  should  be  sought 

— From  a  Declaration  of  Principles  jointly  adopted  by  a  Committee  of  the  American  Bar 
Association  and  a  Committee  of  F>ublishers  and  Associations. 


Copyright  ©1993  by  Consumer  Bankers  Association 

All  Rights  Reserved.  No  portion  of  this  material  may  be  produced  in  any  form,  by  micro- 
film, xerography,  or  otherwise,  or  incorporated  into  any  retrieval  system,  without  the 
written  permission  of  the  copyright  owner. 


74 


Consumer  Bankers  Association 

1000  Wilson  Boulevard,  30th  Floor 

Arlington,  VA  22209-3908 

Telephone  (703)276-1750 

Fax  (703)528-1290 


Officers 


Douglas  K.  Freeman,  Chairman 

Thomas  E.  Peterson,  Chairman-Elect 

Jeffrey  P.  Neubert,  Immediate  Past  Chairman 

Joe  Belew,  President 

Daniel  S.  Buser,  Jr.,  Vice  President,  [>evelopment 

Fritz  M.  Elmendorf,  Vice  President,  Communications 

Jayne  Ellen  Hunt,  Treasurer 

Antigoni  Ladd,  Senior  Vice  President,  Education 

Barbara  Munson,  Vice  President,  Congressional  Affairs  &  Vice  Chairman  of  CONPAC 

Marda  Z.  Sullivan,  Vice  President,  Director  of  Government  Relations 

Steven  I.  Zeisel,  Vice  President,  Senior  Counsel 


Office  Staff 


Karen  Bilak,  Conference  Manager 

Adrieime  W.  Caldwell,  Program  Assistant 

Karin  C.  Brough,  Conununications  Specialist 

Sue  Fredeen,  Government  Relations  Secretary 

Delroy  Gay,  Mail  Qerk 

Rowena  Halbedl,  AdministrativeXMarketing  Assistant 

Jennifer  Jaidon,  Memt>ership  Assistant 

Mary  L.  Jones,  Registrar,  Education  Secretary 

Kathleen  Kennelly,  Accounting  Specialist 

Kelly  Sullivan,  Receptionist 


75 


CBA  Basic  Banking  Survey 


CONSUMER  BANKERS  ASSOCIATION 
BASIC  BANKING  SURVEY 


Introduction 

The  Consumer  Bankers  Association  conducted  a  survcjrofits  members-duiing  Spring,  1993.  to 
measure  the  availability  of  basic  banking  accounts  and  government  check  cashing  service  for  non- 
customers.  The  survey  confirms  a  continuing  and  increasing  trend:  most  banks  (nearly  95%)  offer  basic 
banking  accounts  and  the  vast  majority  of  banks  surveyed  (more  than  70%)  also  cash  government  checks 
for  non-customers  at  little  or  no  cost  to  those  individuals. 

The  survey  shows  that  financial  institutions  have  made  great  strides  in  meeting  the  basic  banking 
needs  of  low-  and  nxxlerate-inconw  Americans.  Basic  banking  accounts,  designed  to  accommodate  the 
check- writing  needs  of  low-  and  moderate-income  consumers  (or  those  with  limited  banking  needs),  are 
today  available  at  a  substantial  number  of  financial  institutions  in  all  regions  of  the  country.  Many  financial 
institutions  also  provide  limited  check  cashing  services  to  non-customers,  primarily  in  tiie  form  of 
government  check  cashing. 

Basic  banking  accounts,  also  referred  to  as  "lifeline"  checking  accounts,  are  designed  to  provide 
limited  check-writing  privileges  at  prices  lower  than  those  assessed  for  traditional  checking  account 
services.  These  accounts  have  been  a  subjeaofdebate  in  legislative  circles  for  the  past  several  years.  Some 
lawmakers  have  argued  that  financial  institutions  should  be  required  to  offer  such  accounts  to  low  income 
individuals,  or,  at  a  minimum,  provide  check-cashing  services  to  non-customers  who  receive  assistance 
checks  from  state  and  federal  government  agencies. 

A  separate  survey  conducted  by  CBA  in  1 992  (The  Affordable  Mortgage  Survey)  also  found  that 
significant  numbers  of  financial  institutions  offer  basic  cheddng  accounts  and  check  cashing  services  to 
low-  and  moderate-income  consumers.  CBA's  latest  research  suggests  even  larger  numbers  of  financial 
institutions  are  offering  such  services. 


About  the  CBA  Research 

The  CBA  Basic  Banking  Survey  was  distributed  to  approximately  700  CBA  member  depository 
institutions,  with  telephone  follow-up,  and  elicited  responses  from  147  banks,  thrifts  and  holding 
companies  representing  a  broad  cross-section  of  U.S.  depository  institutions.  Sixty-six  percent  of  the 
individuals  who  completed  the  survey  were  from  commercial  banks,  16.3%  represented  bank  holding 
companies,  7.5%  represented  savings  banks,  4.8%  were  from  savings  and  loan  associations,  and  5.4% 
indicated  "other"  types  of  financial  institutions  (primarily  trust  banks  or  non-bank  affiliates). 
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The  average  asset  size  of  institutions  Tq)iesented  in  the  survey  was  $9.9  billion.  The  largest 
institution  reported  assets  of  $187  bUlion  and  the  sniallest  reported  assets  of  $250  million. 

Most  financial  institutions  operate  multiple  branches.  The  average  number  of  branches  reported 
by  institutions  was  just  over  131;  the  largest  participating  institution  reported  1800  branches. 

Holding  companies  that  took  pan  in  the  survey  reported  an  average  of  6.39  banks;  the  largest 
holding  company  had  75  banks  and  die  smallest  had  one  (1)  bank. 

The  geographic  distribution  of  financial  institutions  represented  in  the  survey  miiTors  closely  the 
overaU  geographic  make-up  of  the  U.S.  commercial  bank  and  thrift  industries.  The  majority  are  located 
in  Southern  and  Midwestern  states;  smaller  numbers  operate  in  Northeastern  and  Western  states. 

Regional  Distribution  of  Survey  Respondents: 

Northeast     22.4% 

South  36.7% 

~Midwest     "35.4% 

West  19.0% 


(Many  institutions  serve  markets  that  cross  traditional  geogr^)hic  boundaries.  Hence,  the 
market  representations,  when  added  together,  exceed  100%.) 
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Pervasiveness  of  Basic  Banking  Programs 

A  dear  m^ority  of  financial  institutions  ofTer  basic,  no-frills  checking  accounts  and 
impose  no  eligibility  requirements  on  consumers  seeking  to  establish  such  accounts.  Of  those 
institutions  polled  by  CSA,  94.6%  offer  basic  banking  accounts;  S.4%  do  not.  Among  the  institu- 
tions that  ofEer  such  accounts,  75%  impose  no  eligibility  requirements. 

94.6%  offer  basic  banking  accounts 
75%  impose  no  eligibility  reqiur«ments 

Eligibility  requirements  established  by  the  institutions  that  set  conditions  for  the  opening  of 
basic  banking  accounts  vary  somewhat,  but  focus  primarily  on  the  need  to  properly  identiiy  prospec- 
tive account-holders  and  the  need  to  ensure  that  these  individuals  have  no  prior  involvement  with 
questionable  check-writing  activities. 

For  those  institutions  that  do  have  eligilnlity  requirements,  the  specific  eligibility  requirements 
associated  with  basic  banking  accounts  offered  by  CBA  survey  respondents  include: 

*  Proof  of  identity 

*  Individuals  only,  businesses  and  organizations  do  not  qualify 

*  Must  participate  in  federal,  state  or  local  assistance  programs 

*  Must  have  satisfactory  credit  history 

*  No  history  of  checking  accounts  closed  by  other  institutions 

*  Income  of  less  than  $20,000  a  year 

*  Write  six  (6)  checks  or  less  each  month 

*  Maintain  account  in  good  standing 

*  Six  (6)  month  residency 

For  the  most  part,  financial  institution  executives  believe  basic  banking  services  are  well- 
accepted  among  low-  and  moderate-income  consumers.  Of  those  surveyed,  87,8%  say  the  accounts 
offered  by  their  institutions  are  widely  used  by  targeted  market  groups;  only  12.2%  believe  the 
accounts  are  not  well  utilized  by  targeted  consumers. 


Basic  Banking  Account  Features 

As  the  phrase  suggests,  baac  banldng  accounts  provide  simplified,  no-frills  services  to  con- 
sumers who  have  basic  check-writing  and  deposit  needs.  The  accounts  are  characterized  by  low 
monthly  service  fees,  little  or  no  required  opening  dq>osits,  and  a  set  number  of  checks  that  can  be 
written  without  the  imposition  of  additional  charges. 
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Fee  Structure 

Fixed  monthlj  service  fees  charged  by  financial  institutions  for  basic  banking  accounts 
average  $3.14. 

Not  all  financial  institutions  assess  montWy  service  fees  for  basic  banking  accounts.  Many  will 
forego  the  fees  if  a  customer  agrees  to  direct  deposit  of  payroll  or  government  assistance  checks. 

As  ^«ssuTcs  mount  for  financial  institutions  to  control  costs,  growing  numbers  arc  turning  to 
direct  deposit,  urging  all  customers  to  use  this  electronic  funds  transfer  technique.  To  help  realize  the 
savings  promised  by  direct  deposit,  many  banks  and  thrifts  ofifcr  ftee  checking  services  to  customers 
who  agree  to  the  direa  deposit  of  payroll  and/or  govemmeat^bccks. 

Only  72%  of  respondents  with  basic  banking  impose  minimum  balance  requirements. 

The  average  amount  asked  by  financial  institutions  that  do  require  minimum  balances  is  S201.82. 

Minimum  opening  balances  are  required  by  65.9%  of  the  institutions.  Among  those  that 
require  minimum  deposits  to  open  these  accounts,  the  average  required  deposit  is  $58.93. 


Minimum  Opening  Deposit 

Lowest:      $0.01 

Highest:     $300.00 

Average:      $58.93 


Most  financial  institutions  that  offer  basic  banking  services  allow  customers  to  write  a  set 
number  of  checks  without  charge  and  assess  modest  fees  for  each  check  written  in  excess  of  that 
number.  CBA  survey  results  indicate  that  72.7%  of  the  responding  financial  institutions  offer  free 
check-writing  privileges,  up  to  an  average  of  9.86  checks  each  month.  Only  16.5%  of  the  banks 
which  responded  to  the  survey  do  not  offer  free  check  writing  privileges.  And  10.8  %  of  the  respon- 
dents offer  unlimited  check  writing  on  basic  banking  accounts.  Thus,  83.5%  offer  either  a 
limited  or  unlimited  number  of  free  checks  per  month. 

The  number  of  checks  that  can  be  written  each  month  without  charge  varies  widely  among 
institutions,  but  generally  accommodates  the  basic  check-writing  needs  of  low-  and  moderate-income 
consumers. 

Number  of  Free  Checks/Month 

Lowest:     4 

Highest:      25 

Average:    9.86 

Among  those  banks  and  thrifts  that  charge  account-holders  for  checks  written  over  a  certain 
number,  prices  also  vary  widely,  but  average  about  5 1  ^  for  each  check  written  over  the  established 
ceiling.  The  highest  amount  charged  was  $1.00  per  check  over  the  established  limit  and  the  lowest 
was  5  cents  per  check. 
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It  has  been  suggested  by  some  observers  that  financial  institutions  offering  basic  banking 
services  will  require  consumers  of  those  services  use  automated  tdler  machines  (ATMs)  rather 
than  transact  business  inside  a  branch  via  a  human  teller.  CBA's  research,  however,  refutes  these 
suggestions.  At  only  4.4%  of  the  responding  institutions  tiiat  offer  basic  banking  services  are  ac- 
count-holders limited  to  accessing  die  bank  through  ATMs  exclusively;  95.6  %  of  the  institutions 
that  offer  basic  banking  services  impose  no  ATM  use  requirements  on  customers  who  maintain 
those  accounts. 


Marketing  Basic  Banking  Accounts 

Basic  banking  accounts  present  a  unique  challenge  to  the  marketing  prowess  of  financial 
institution  executives.  Because  many  of  die  consumers  who  make  up  the  target  markets  for  these 
accounts  have  littie  or  no  interaction  with  financial  institutions,  marketing  techniques  traditionally 
used  to  lure  new  accounts  to  banks  and  thrifts  may  not  be  viable  for  marketing  basic  banking  services. 

In  addition,  many  consumers  may  be  biased  against  bank  checking  accounts,  even  low-cost 
accounts.  Surveys  by  independent  researchers  suggest  that  large  numbers  of  so-called  "unbanked" 
Americans  simply  arc  not  clamoring  for  checking  services.  For  exanple,  a  recent  survey  by 
Synergistics  Research  Corp.,  an  Atlanta  firm  that  routinely  polls  consumers  on  their  banking  prefer- 
ences, found  interest  in  such  accounts  among  only  one  in  four  of  those  lower-income  consumers  who 
do  not  already  maintain  checking  accounts.  The  majority  of  consumers  surveyed  by  the  firm  (62%) 
indicated  a  preference  for  using  cash  or  money  orders. 

Financial  insdtudons  have  made  a  concerted  effort  to  market  basic  banking  accounts  to  lower- 
income  Americans.  An  overwhelming  majority  (98.6%)  also  provide  assistance  to  consumers  who  are 
unsure  of  how  to  open  and/or  manage  checking  accounts. 

The  following  list  details  some  of  the  most  common  methods  used  to  market  basic  banking 
accounts: 

*  Community  Outreach  Programs 

*  Special  Seminars 

*  Direct  Customer  Contact  (e.g.:  explaining  the  account  to  consumers  who  cash  government 
checks  at  the  institution) 

*  Community  Reinvestment  Act  Materials 

*  Bnxrhures 

*  Direa  Mail  (Campaigns 

*  General  Media  Advertisements  (television,  billboards,  newspapas,  etc.) 

*  Targeted  Media  Advertisements  (e.g.:  church  or  community  association  bulletins) 

*  Point  of  Sale  Materials 

*  Tell-a-Friend  Coupons 
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Government  Check  Cashing  Services 

Despite  efforts  by  fnancial  institutions  to  provide  basic  banking  services  to  low-  and  moder- 
ate-income Americans,  many  of  these  individuals  continue  to  shun  checking  accounts.  This  poses  a 
particular  dilemma  for  those  who  receive  assistance  checks  from  state  and  federal  government  agen- 
cies. Withouta  connection  to  a  financial  institution  in  the  form  of  a  checking  account,  many  of  these 
individuals  (who  include  some  of  the  poorest  Americans)  turn  to  check  cashing  ouUets.  These  outlets 
typically  charge  a  percentage  of  the  face  amount  of  a  check  as  condensation  for  cashing  the  check. 

CBA's  research  indicates  that  check  cashing  outlets  are  not  die  only  places  available  to 
"unbankcd"  Americans  wishing  to  cash  government  checks,  however.  More  than  seven  in  ten 
(72.4%)  of  the  financial  institutions  that  responded  to  CBA's  survey  cash  government  checks 
for  non-customers,  and  more  than  half  (52.9%)  of  those  institutions  do  not  charge  for  the  service. 
Among  financial  institutions  that  charge  to  cash  government  checks,  the  average  fee  is  $3.53.  This  is 
considerably  less  than  the  fees  generally  charged  by  check  cashing  outlets. 

Virtually  all  financial  institutions  tiiat  cash  government  checks  require  some  form  of  identifica- 
tion before  agreeing  to  handle  these  checks;  typically  a  drivers  license  or  a  non-drivers  ID  card  is 
requested  of  consumers  tendering  these  checks. 


Conclusions 

The  results  of  the  CBA  survey  indicate  that  low-cost  basic  banking  accounts  are  readily 
available  to  consumers  in  every  region  of  the  country,  and  that  the  availability  of  such  accounts  has 
dramatically  increased  in  the  last  few  years.  For  those  individuals  who  do  not  feel  the  need  to  open  a 
bank  account,  the  majority  of  banks  cash  government  checks  for  noncustomers  at  fees  considerably 
less  than  those  charged  by  check  cashing  outiets.  Customers  have  a  variety  of  options  to  choose  from 
when  shopping  for  a  basic  bank  account,  ranging  from  no  minimum  or  opening  balance  and  a  snuller 
number  of  free  checks  per  month  to  somewhat  higher  balance  requirements  with  a  greater  number  of 
free  checks.  Direct  deposit,  which  is  a  safety  consideration  as  well  as  a  recognized  convenience,  is 
almost  always  available,  and  most  institutions  encourage  its  use. 

Most  institutions  that  responded  to  the  survey  recognized  the  need  for  targeted  marketing  of 
these  products  and  had  aggressive  marketing  programs  to  advertise  and  explain  their  basic  banking 
accounts  in  low-  and  moderate-  income  communities.  There  was,  however,  some  frustration  on  the 
part  of  a  number  of  respondents  to  the  survey  (12.2%),  who  felt  that  the  low-cost  checking  accounts 
offered  by  their  institutions  are  not  widely  utilized  by  targeted  customers. 

In  addition  to  marketing  efforts  in  targeted  communities,  virtually  all  of  the  responding  institu- 
tions (98.6%)  provide  assistance  to  consumers  who  are  unsure  of  how  to  open  and/or  manage  check- 
ing accounts.  Some  of  these  efforts  are  made  through  community  outreach  programs  and  special 
seminars,  or  through  direct  customer  contact  with  individuals  who  come  into  an  institution  to  cash  a 
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government  check. 

The  survey  clearly  shows  Aat  effore  being  made  to  improve  access  to  banking  services  in 
low-  and  moderate-income  communities  are  having  an  irapacx. 
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Good  morning,  Mr.  Chairman,  Congressman  McCandless,  and  members  of 
the  Subcommittee.   I  am  Deepak  Bhargava,  Legislative  Director  of 
ACORN,  the  Association  of  Community  Organizations  for  Reform  Now. 
I  appreciate  the  opportunity  to  testify  before  you  this  morning. 

ACORN 

ACORN  is  the  country's  largest  grassroots  organization  of  low-  and 
moderate-income  families,  with  chapters  in  26  states  and  the 
District  of  Columbia.   ACOFIN  neighborhood  groups  work  on  a  wide 
variety  of  issues,  including  neighborhood  safety,  affordable 
housing,  environmental  justice,  voter  registration,  education  and 
community  reinvestment. 

ACORN  has  been  involved  in  the  effort  to  enact  basic  banking  and 
government  check  cashing  legislation  since  1985.   We  would  like  to 
acknowledge  and  thank  Senator  Howard  Metzenbaum,  who  testified 
earlier  this  morning.  His  heroic  efforts  in  this  area  will  not  be 
forgotten  when  he  leaves  the  Senate  this  year. 

Summary     of     Testimoay 

My  testimony  today  has  5  principal  points: 

1.  The  problem  of  access  to  basic  financial  services  for 
consumers  has  reached  crisis  proportions.   Fewer  Americans  have  a 
checking  account  with  a  bank  or  thrift  than  at  any  time  in  recent 
years.   At  the  same  time,  there  has  been  a  corresponding  explosion 
of  check  cashing  outlets  (CCO's). 

2.  There  are  a  range  of  reasons  for  the  decline  in  account 
ownership  and  the  proliferation  of  CCO's,  including  the  ongoing 
fallout  of  1980 's  financial  deregulation,  increased  branch 
closures  in  low-  and  moderate- income  and  minority  neighborhoods, 
rising  bank  fees,  and  an  infusion  of  capital  into  the  check 
cashing  industry  by  "mainstream"  financial  firms. 

3.  The  decline  in  account  ownership  and  the  corresponding 
explosion  in  the  number  of  CCO's  has  had  a  dramatic  and  negative 
impact  on  low-  and  moderate- income  cind  minority  individuals  and 
neighborhoods . 

4.  Legislation  is  desperately  needed  that  would: 

a.  require  banks  to  cash  government  checks  at  cost; 

b.  restrict  the  fees  that  may  be  charged  by  CCO's; 

c.  provide  for  the  licensing  of  CCO's;  and 

d.  require  bcuiks  to  offer  a  low-cost  lifeline  account  to 
consumers,  with  no  minimum  balance  requirement,  limitations  on 
bo\inced  check  amd  other  fees,  a  minimum  of  10  free  transactions 
per  month,  and  non-discriminatory  treatment  of  consximers  using 
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this  account  product. 

5.  We  warmly  endorse  H.R.  1448,  introduced  by  Reps.  Fields 
and  Wynn,  and  H.R.  2350,  introduced  by  Rep.  Torres,  which  would  go 
a  long  way  to  addressing  identified  problems  in  this  area. 

Scope     of     the     Problem 

Families  without  banking  accounts 

Based  on  an  analysis  of  1985  census  data,  the  General 
Accounting  Office  (GAO)  estimated  in  its  October,  1988  report 
Government  Check  Cashing  Issues  that  17%  of  92.9  million  American 
families  in  the  United  States  did  not  have  banking  accounts  of  any 
kind.   This  figure  is  generally  considered  more  reliable  than 
those  provided  by  the  Federal  Reserve,  which  bases  the  results  of 
its  Survey  of  Consumer  Finances  (SCF)  on  phone  interviews,  which 
typically  underrepresent  low-income  people. 

The  SCFs  conducted  in  1977,  1983,  and  1986  have  consistently 
found  between  8%  and  12%  of  families  to  have  no  checking  or 
savings  account.   In  1977,  27%  of  low-income  families  (those  in 
the  lowest  quintile)  had  no  account.   This  increased  to  36%  of  low- 
income  families  by  1983.   Interestingly,  the  Fed  stopped  making 
this  type  of  data  available  in  1989,  but  did  report  that  families 
with  less  than  $10,000  experienced  a  "large  decline"  in  account 
ownership  between  1983  and  1989.  With  respect  to  checking  accounts 
only,  the  1989  SCF  found  that  24.6%  of  all  families  had  no 
checking  account,  and  increase  from  21.4%  in  1983. 

It  would  be  difficult  for  the  industry  to  argue  the  point 
that  the  number  of  families  with  no  relationship  whatsoever  with  a 
financial  institution  is  large  and  growing  rapidly. 

Predictably,  account  ownership  is  closely  correlated  with 
race,  ethnicity,  and  income.  According  to  the  1989  SCF,  fully 
55.4%  of  minority  families  have  no  checking  account,  compared  to 
20.1%  of  white  families.   And  53.8%  of  families  with  incomes  of 
less  than  $10,000  and  30.3%  of  families  with  incomes  of  less  than 
$20,000  had  no  checking  account. 

Growth  of  Check  Cashing  Outlets    (CCO's) 

The  proliferation  of  CCO's  provides  indirect  evidence  of  the 
crisis  in  access  to  basic  financial  services.  The  number  of  check 
cashing  outlets  has  roughly  doubled  over  the  past  decade, 
according  to  Swarthmore  economist  John  Caskey.   The  number  of 
CCO's  increased  from  about  3,000  to  5,000  between  1988  and  1992 
alone,  according  to  the  National  Check  Cashers  Association. 
Caskey  found  that  in  1990,  CCO's  cashed  150  million  checks,  worth 
about  $45  billion,  and  earned  $790  million  in  fees. 

At  the  same  time,  many  "mainstream"  financial  firms  such  as 
Western  Union  and  American  Express,  are  fueling  the  growth  of 
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check  cashing  outlets  by  investing  in  them. 

Cost   of  Transactions  at  CCO's 

A  1989  study  by  the  Consumer  Federation  of  America  found  that 
CCO's  typically  charge  between  1.0%  and  3.25%  of  the  face  value  of 
a  government  check,  with  an  average  of  around  1.74%.   Many  CCO's 
charge  substantially  more  than  this. 

Caskey  has  calculated  that,  assuming  a  fee  of  1.5%,  a  family 
could  expect  to  pay  the  following  over  the  course  of  a  year  for 
various  income  levels : 


Incgine 
$10,000 
$16,500 
$24,000 


Total  Annual  Fee 

$186 

$284 

$396 


Causes  of    Declining    Account     Ownership 

Many  observers  have  traced  the  rise  in  the  number  of  families 
without  access  to  basic  banking  services  to  banking  deregulation 
legislation  passed  in  the  1980 's,  in  particular  to  the  repeal  of 
Reg  Q,  which  set  limits  on  the  interest  rates  that  could  be  paid 
to  depositors. 

Whatever  the  origins,  it  is  clear  that  restrictive  account 
terms,  and  the  high  fees  associated  with  basic  transactions  for 
consumers  with  low  balances,  are  the  primary  cause  for  the 
proliferation  of  CCO's  and  the  decline  in  account  ownership  among 
low-  and  moderate-income  households. 

The  Consumer  Federation  of  America's  landmark  1993  study 
Crushing  Consumers:   Rising  Bank  Fee  Burdens   found  that: 

*the  average  annual  cost  of  a  checking  account  was  $184.16  in 
1993,  an  increase  of  18.5%  since  1990  (compared  to  an  increase  of 
7.0%  in  the  Consumer  Price  Index); 

*the  daily  minimum  balances  required  to  avoid  fees  amount  to 
$555.98,  and  for  banks  requring  an  average  balance  to  avoid  fees, 
the  average  was  $957.83;  and 

*only  6%  of  banks  offer  totally  free  checking; 

The  two  features  of  accounts  offered  by  depository 
institutions  that  most  directly  contribute  to  the  unaffordability 
of  accounts  for  low-  and  moderate  income  families  are: 

*high  minimum  balance  requirements 
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Banks  generally  charge  a  significant  monthly  maintenance 
fee  for  accounts  which  maintain  less  than  a  certain  balance  each 
month  (according  to  the  CFA  study,  between  $500  and  $1000)  .   For 
low-  and  moderate- income  families  who  barely  can  make  end  meets, 
these  requirements  alone  are  prohibitive. 

*high  overdraft   charges 

According  to  the  Bank  Administration  Institute,  a 
bounced  check  costs  banks  approximately  $1.32  to  process.   Yet, 
most  banks  charge  between  $18  and  $20  dollars  for  overdrafts.  (CFA 
found  the  average  bounced  check  fee  to  be  $18.3  5  in  1993,  and 
increase  of  21%  over  1990  levels.  CFA  found  that  large  banks 
marked  up  fees  over  cost  by  971%)  . 

Bankers  claim  that  the  high  fees  represent  a  deterrent  to 
bouncing  checks.   For  low-  and  moderate-income  families,  they 
represent  a  deterrent  to  opening  an  account,   while  there  is  no 
evidence  that  low-  and  moderate-income  people  bounce  checks  more 
often  than  others,  they  clearly  are  dispropotionately  affected  by 
the  high  fees. 

Other  factors  deterring  low-  and  moderate-income  people  from 
acquiring  accounts  include:  high  initial  deposit  requirements; 
other  fees,  such  as  ATM  fees;  inaccessibility  of  bank  branches,  or 
inconvenient  hours;  and  excessive  identification  requirements  to 
open  the  account. 

The  banking  trade  groups  have  consistently  argued  that  most 
banks  offer  some  type  of  "lifeline"  account,  and  that  legislation 
in  this  area  is  therefore  unnecessary.   This  so-called  "fact" 
generally  is  based  on  phone  surveys  which  ask  bankers  if  they 
offer  anything  that  they   consider  to  be  a  basic  banking  account. 

In  fact,  what  some  banks  call  "no  frills"  accounts  are  not 
affordable  to  low-  and  moderate-income  families.   CFA  found  that 
while  59%  of  banks  it  surveyed  offered  a  "no  frills"  account,  the 
average  cost  to  consumers  of  such  accounts  annually  was  $13  6.30. 
So-called  "no  frills"  accounts  often  have  high  minimum  balance 
requirements,  require  high  initial  deposits,  have  high  overdraft 
fees,  involve  discrimination  in  treatment  of  lifeline  account 
holders  (such  as  a  lack  of  access  to  tellers) ,  or  have 
unreasonable  restrictions  on  the  number  of  monthly  transactions. 
Moreover,  even  these  inadequate  accounts  are  poorly  marketed  to 
low-  and  moderate-income  families. 

Impact     of    Lack     of    Acceaa     to     Basic    Banking    Services 

Access  to  payments  system  a  necessity 

Access  to  the  payments  system  is  not  a  luxury.   It  is  a 
necessity  of  modern  life.   Not  only  is  it  safer  to  carry  a 
checkbook  than  cash,  but  it  is  safer  to  keep  money  in  a  bank  than 
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at  home  --the  proverbial  "mattress  money".   It  is  also  more 
convenient  and  cheaper  to  write  checks  than  to  purchase  money 
orders . 

Moreover,  the  sheer  cost  of  transactions  at  CCO's  --or 
grocery  or  liquor  stores--  can  materially  lower  the  standard  of 
living  for  a  low  income  family.   Twenty  or  thirty  dollars  a  month 
in  fees  for  someone  with  take  home  pay  of  $1000  per  month  is  a 
significant  and  unnecessary  burden. 

Negative  impact   on  economic  opportunities   for  low-  and  moderate- 
income  households 

Acquiring  a  checking  account  is  for  most  Americans  the 
initial  "point  of  entry"  into  the  banking  system.   Those  with 
accounts  are  more  likely  to  become  familiar  with  and  comfortable 
with  banks  --and  trust  of  banks  is  in  short  supply  in  many  low- 
income  and  minority  communities  in  this  country.   They  are  also 
more  likely  to  be  acquainted  with  credit  --for  example,  they  might 
seek  a  personal  loan,  rather  than  go  to  a  pawnbroker  for  short 
term  needs.   They  are  more  likely  to  seek  a  mortgage,  a  home 
improvement  loan,  or  even  a  small  business  loan. 

Many  banks  still  require  a  that  the  downpayment  for  a  loan 
come  from  a  bank  account  --and  prohibit  the  use  of  savings  that 
are  kept  as  "mattress  money."   Thus  the  lack  of  access  to  an 
account  can  be  an  obstacle  for  would-be  homeowners  or  small 
business  people. 

Many  of  ACORN 's  CRA  agreements  include  basic  banking  and 
government  check  cashing  requirements.   While  bankers  invariably 
raise  the  bogeymen  of  "crowded  lobbies"  and  "fraud"  at  first,  many 
of  them  eventually  come  to  view  these  products  as  an  excellent 
marketing  tool.   The  simple  transactions  of  writing  and  cashing 
checks  are  generally  the  first  contact  individuals  have  with 
banks.   The  unaf fordability  of  these  services  feeds  the  mistrust 
of  banks  that  is  so  widespread  in  low-income  and  minority  areas. 

Conversely,  the  availability  of  these  services  often  rebuilds 
trust,  and  encourages  people  to  seek  other  services  from  banks 
(which  in  turn  provide  fee-based  and  interest  income) .  At  the 
same  time,  these  contacts  give  bankers  experience  with  low-  and 
moderate -income  people  and  communities,  and  can  help  build  the 
expertise  and  trust  that  turns  into  aggressive  community 
reinvestment  programs.   I  suspect  lender  performance  in  making 
mortgage  and  other  loans  in  low-  and  moderate-income  and  minority 
communities  is  highly  correlated  with  the  availability  of  real 
basic  banking  and  government  check  cashing  services.   Certainly, 
any  lender  interested  in  increasing  its  level  of  applications  and 
originations  to  low-  and  moderate- income  and  minority  families 
should  start  by  offering  these  services. 

Impact  on  neighborhoods  of  proliferation  of  CCO's 
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After  the  Los  Angeles  riots,  many  community  residents 
commented  that  while  they  hoped  that  their  communities  would  be 
rebuilt,  they  would  be  better  off  if  the  liqour  stores  and  CCO's 
stayed  shut . 

CCO's  can  lower  the  quality  of  life  for  a  whole  neighborhood. 
They  can  be  a  locus  of  crime,  since  would-be  thieves  are  well 
aware  when  people  receiving  government  payments  are  likely  to  sho 
up  at  the  check  cashing  office. 

Legialation     Needed 

We  wholeheartedly  endorse  H.R.  23  50  and  H.R.  1448,  and  urge  their 
immediate  consideration  and  passage  by  this  Committee. 

Essential  characteristics  of  basic  banking  account 

In  order  to  make  checking  accounts  genuinely  affordable  to 
low-  and  moderate-income  families,  a  basic  banking  law  must  at  the 
minimum: 

•prohibit  minimum  initial  deposit  requirements  of  greater 
than  $25; 

♦prohibit  minimum  average  balance  requirements  of  any  amount; 

♦allow  a  minimum  of  10  transactions  per  month; 

♦restrict  charges  for  bounced  checks,  printing  checks, 
maintaining  accounts,  and  transactions  above  the  minimum  allowed 
to  cost; 

♦prohibit  discrimination  against  users  of  lifeline  accounts, 
for  example  in  access  to  tellers;  and 

♦not  require  direct  deposit. 

Essential   characteristics  of  government  check  cashing  account 

In  order  to  allow  non-depositors  to  cash  government  checks  at 
banks,  a  government  check  cashing  account  must,  at  a  minimum: 

♦allow  checks  to  be  immediately  cashed,  up  to  $1,500; 

♦does  not  require  the  payment  of  any  fee  beyond  the  actual 
cost  associated  with  cashing  a  check; 

♦allows  checks  to  be  cashed  at  at  least  three  branches  of  the 
institution; 

•does  not  impose  unreasonable  identification  requirements  on 
consumers ;  and 

♦not  require  direct  deposit. 
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other  needed  provisions 

In  addition,  any  legislation  should  require  conspicuous 
posting  in  every  branch  of  the  availability  of  these  services,  and 
should  provide  for  the  availability  of  PSA's,  brochures,  and  other 
information  in  multiple  languages  (provided  by  the  FRB  or  banks, 
or  both) . 

Fee  limitations  on  CCO's;   regulation  of  CCO's 

ACORN  strongly  supports  limitations  on  the  fees  that  may  be 
charged  by  CCO's,  and  suggests  basing  such  fees  on  a  cost  analysis 
plus  10%.   ACORN  also  supports  mandatory  licensing  of  CCO's. 

CoBcluaion 

The  ongoing  deregulation  of  the  banking  industry  has  resulted 
in  the  creation  of  a  three-tiered  banking  system:  private  banks 
for  the  super-rich,  banks  for  middle-class  people,  and  CCO's,  rent- 
to-own  companies,  pawnbrokers,  and  other  fringe  bankers  for 
minorities  and  low-  and  moderate- income  fcimilies.   This  is  a 
completely  unacceptable  development .  Community  economic 
development  requires  the  integration  of  excluded  populations  into 
the  mainstream  banking  system,  and  basic  banking  and  government 
check  cashing  requirements  are  a  vital  part  of  this  strategy. 

The  argument  is  often  raised  that  the  legislation  before  this 
Subcommittee  cimounts  to  "price  controls"  and  rests  on  the 
assumption  that  banks  are  public  utilities.  That  is  nonsense.   The 
very  charters  banks  obtain  to  do  business  require  them  to  meet  the 
"convenience  and  needs"  of  the  communities  they  are  chartered  to 
serve.  Many,  if  not  most,  banks  in  this  country  are  not 
fulfilling  the  terms  of  their  charters. 

Ultimately,  confidence  in  the  banking  system  rests  not  on 
arcane  issues  like  the  repeal  of  Glass-Steagall,  or  the  regulation 
of  derivitives,  amd  the  like,  but  the  extent  to  which  banks  are 
meeting  the  needs  of  the  public.  The  banking  industry  is  failing 
that  basic  test  of  pxiblic  confidence  --indeed  is  gouging  working 
people  in  this  country--  and  that  is  not  a  situation  that  the 
industry  can  expect  to  continue  indefinitely. 

We  appreciate  your  leadership  on  this  issue,  Mr.  Chairman. 
Thank  you,  that  concludes  my  testimony. 
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1. 


Mr.  Chairman,  and  members  of  the  Subcommittee,  thank  you  for  this 
opportunity  to  testify  on  the  issue  of  banking  services  in  low- 
and  moderate- income  communities.   Legislation  regarding  the 
provision  of  low-cost  banking  accounts  and  government  check 
cashing  services  has  been  advanced  for  years,  primarily  by  our 
colleague,  Senator  Metzenbaum.   Efforts  to  strike  a  compromise  on 
this  issue  have  come  a  little  closer  each  time.   The  bill  I  have 
introduced,  H.R.  2350,  the  Financial  Services  Access  Act, 
reflects  many  of  the  carefully  worked  out  compromises  between 
consumer  and  financial  industry  representatives. 

Basically,  my  bill  would  require  banks  and  savings  and  loans  to 
offer  consumers  a  choice  of  either  a  low-cost  basic  banking 
account  or  a  government  check  cashing  services  account.   The 
basic  transaction  account  would  be  available  to  those  people 
whose  average  monthly  balance  is  less  than  $750.   It  would  allow 
for  at  least  10  withdrawals  per  month.   The  institution  could  not 
require  an  initial  deposit  of  more  than  $25  or  a  minimum  balance 
of  more  than  $1. 

The  government  check  cashing  services  account  permits  the 
accountholder  to  immediately  cash  government  checks  issued  to 
them  in  amounts  up  to  $1,500.   To  use  the  check  cashing  service, 
the  individual  must  register  with  the  institution,  but  he  or  she 
is  not  required  to  maintain  a  deposit  account.   For  either 
account,  banks  could  charge  what  is  reasonable  to  cover  the  cost 
of  providing  the  services  plus  earn  a  modest  profit,  not  to 
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exceed  10%  over  actual  costs.   As  such,  the  proposal  does  not 
require  financial  institutions  to  subsidize  or  lose  money  on 
basic  banking  accounts  or  government  check  cashing  services. 

Individuals  who  already  have  a  deposit  account  or  government 
check  cashing  privileges  with  any  bank  would  not  qualify  for 
these  accounts.   Furthermore,  institutions  already  offering 
comparable  accounts  and  services  are  exempt  from  these 
requirements. 

The  legislation  contains  safeguards  (initial  waiting  period, 
registration,  account  closure)  designed  to  minimize  possible 
fraud.   Proper  identification  would  have  to  be  provided  by 
individuals  to  open  an  account.   Furthermore,  if  a  bank  is  found 
to  be  experiencing  an  unacceptable  level  of  losses  due  to  check- 
related  fraud  in  providing  the  account  services,  the  government 
check  cashing  requirements  could  be  suspended. 

The  need  for  this  legislation  is  evident.   It  has  become 
increasingly  difficult  for  the  young,  low-income,  and  elderly 
consumer  to  establish  and  maintain  an  affordable  bank  account.   A 
report  released  last  summer  by  the  Consumer  Federation  of  America 
and  the  U.S.  Public  Interest  Research  Group  unequivocally 
documents  the  significant  increases  in  what  banks  charge  for 
basic  checking  and  savings  accounts.   For  many  Americans,  the 
increased  costs  of  bank  accounts  are  straining  already  tight 
budgets.   Many  find  it  difficult  to  maintain  the  minimum  balance 
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requirements  and  other  account  terms  while  trying  to  meet 
necessary  expenses  like  food,  housing,  and  utilities. 
Ultimately,  these  fees  can  price  many  individuals  right  out  of 
the  banking  system,  forcing  them  to  operate  on  a  cash-only  basis. 
In  addition,  many  banks  are  unwilling  to  cash  government  checks, 
even  for  their  own  account  holders.   This  often  forces  consumers 
to  use  expensive  check  cashing  outlets. 

A  survey  completed  last  July  by  the  Controller's  Office  of  the 
City  of  Los  Angeles  replicates  these  findings  at  the  local  level. 
I  would  like  to  ask  permission  to  enter  this  survey  into  the 
record.   The  survey  is  a  compilation  of  fees  charged  by  banks  and 
check  cashing  services  for  lower  income  individuals  who  typically 
live  month-to-month  with  the  income  they  receive.   It  shows  that 
in  the  Los  Angeles  area,  a  working  person  making  as  little  as 
$700  a  month  could  save  over  $3  50  a  year  if  they  established  a 
basic  banking  account,  compared  to  using  the  costly  check  cashing 
services  which,  unfortunately,  have  replaced  bank  branches  in 
many  poorer  neighborhoods. 

Not  only  are  these  Americans  pushed  into  the  high-cost  and  often, 
dangerous  world  of  underground  banking,  but  the  lack  of  a  banking 
account  creates  one  more  problem  for  credit,  housing,  and  job 
applications.   All  of  these  applications  ask  for  the  location  of 
bank  accounts  —  and  when  those  questions  are  left  blank,  they 
become  one  more  blow,  one  more  doubt  raised  about  the  worthiness 
of  the  applicant.   It  brands  the  applicant  as  a  second  class 


94 


citizen  in  the  eye  of  all  too  many. 

While  some  banks  do  offer  different  types  of  basic  accounts,  they 
are  not  available  on  a  widespread  basis  and  tremendous  variation 
exists  among  them.   Some  of  those  that  are  available  may  cost 
only  slightly  more  than  the  accounts  required  by  my  bill, 
however,  that  does  not  detract  from  the  need  for  this 
legislation.   If  economic,  affordable  banking  services  are  to 
become  the  norm  in  society,  as  they  should  be,  legislation 
requiring  them  will  be  necessary.   There  needs  to  be  a  federal 
standard  that  will  assure  everyone  access  to  a  minimxim  level  of 
banking  services.  Passage  of  H.R.  2350  will  ensure  that  low  fee 
accounts  will  be  consistently  available  and  not  subject  to 
arbitrary  changes  in  fees.   The  proposal  does  not  place  an 
onerous  burden  upon  financial  institutions,  but  rather  calls  for 
easy-to-accomplish  terms  and  conditions  for  providing  badly 
needed  consumer  services. 

I  believe  that  the  time  has  finally  come  for  Congress  to  enact 
legislation  providing  affordable  banking  services  and  I  would 
urge  this  Subcommittee  to  act  favorably  on  this  important  issue. 

Thank  you,  Mr.  chairman. 
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SURVEY  OF  BANKS  AND  CHECK  CASHD^G  AGENCIES 
IN  THE  LOS  ANGELES  AJREA  -  JULY  1993 

The  Los  Angeles  City  Controller's  Office  conducted  a  survey  on 
the  fees  charged  by  banks  and  check  cashing  agencies  for  typical 
low-income  individuals  in  the  City  of  Los  Angeles.  This  was  done 
to  compare  and  contrast  the  two  with  each  other  as  well  as  with 
what  the  bank's  policies  will  be  like  with  the  passing  of  proposed 
Federal  basic  banking  and  check  cashing  legislation 

This  report  includes  charts  on  the  costs  amd  restrictions  that  the 
banks  and  check  cashiers  have,  as  well  as  a  set  of  calculations 
done  to  compare  the  monthly  costs  on  a  hypothetical  basis. 

The  Federal  legislation,  introduced  by  Congressman  Esteban  Torres, 
would  provide  the  low-income  consumers  with  an  alternative  to 
costly  check  cashing  services.  This  legislation  would  mandate  that 
banks  provide  check  cashing  and  lifeline  banking  accounts  to  the 
lower  income  population. 

Although  many  banks  argue  that  they  already  provide  such  services, 
they  have  the  legal  right  the  change  their  fees  or  even  eliminate 
the  low  fee  accounts.  The  Torres  Bill  will  insure  that  low  cost 
checking  accounts  and  check  cashing  will  be  consistently  available. 
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HYPOTHETICAL  EXAMPLE  OF  CHECKING  ACCOUNT  CHARGES 

FOR  A  MINIMUM  WAGE  EARNER/ AFDC  RECIPIENT  OF 

APPROXIMATELY  $700  PER  MONTH  ♦ 

AMERICAN  SAVINGS 

Minimum  Balance  Penalty  =  

ATM  Charges  =  $1.00 

Per  Check  Charges  =  $2.00 

Walk-In  Charges  =  

Monthly  Service  Charges  =  $3.50 

TOTAL  =  $6.50 

BANK  OF  AMERICA 

Minimum  Balance  Penalty  =  

ATM  Charges  =  $2.00 

Per  Check  Charges  =  

Walk-In  Charges  =  $4.50 

Monthly  Service  Charge  =  $3.50 

TOTAL  =  $10.00 

BROADWAY  FEDERAL  SAVINGS  AND  LOANS 

Minimum  Balance  Penalty  =  $7.00 

ATM  Charges  =  $3.00 

Per  Check  Charges  =  

Walk-In  Charges  =  

Monthly  Service  Charges  =  

TOTAL  =  $10.00 

CALIFORNIA  FEDERAL  BANK 

Minimum  Balance  Penalty  =  $7.00 

ATM  Charges  =  $1.00 

Per  Check  Charges  =  

Walk-In  Charges  =  

Monthly  Service  Charges  =  

TOTAL  =  $8.00 

FAMILY    SAVINGS 

Minimum  Balance  Penalty  «  $6.00 

ATM  Charges  »  $1.00 

Per  Check  Charges  ■» 

Walk-In  Charges  »  

Monthly  Service  Charges  =  

TOTAL  =  $7.00 
*   S««   attachowat   for  assun^lons  of  •xarapl*. 
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FIRST  INTERSTATE 

Minimxim  Balance  Penalty  = 

ATM  Charges  =  $1.50" 

Per  Check  Charges  =  

Walk-In  Charges  =  

Monthly  Service  Charges  =  $4.50 

TOTAL  =  $6.00 

FOUNDERS  NATIONAL  BANK 

Minimum  Balance  Penalty  =  $2.50 

ATM  Charges  =  $0.90 

Per  Check  Charges  =  

Walk-In  Charges  =  

Monthly  Service  Charges  =  

TOTAL  =  $3.40 

GREAT  WESTERN  SAVINGS 

Minimum  Balance  Penalty  =  

ATM  Charges  =  $0.25 

Per  Check  Charges  =  

Walk-In  Charges  =  $4.00 

Monthly  Service  Charges  =  $4 . 00 

TOTAL  =  $8.25 

G LEND ALE  FEDERAL  BANK 

Minimum  Balance  Penalty  =  $6.00 

ATM  Charges  =  $1.00 

Per  Check  Charges  =  

Walk-In  Charges  =  

Monthly  Service  Charge  =  

TOTAL  =  $7.00 

WELLS  FARGO 

Minimum".  Balance  Penalty  = 

ATM  Charges  =  $1.50 

Per  Check  Charges  =  

Walk-In  Charges  =  $5.00 

Monthly  Service  Cheurge  =  $3.50 

TOTAL  =  $10.00 
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riDELITY  TEDERAL 

MinimuD  Balance  Penalty  = 

ATM  Charges  = 

Per  Check  Charges  = 
Walk-In  Charges 

Monthly  Service  Charges  ±_ 


= 

$2.87 

= 

$1.18 

= 

$0.17 

= 

$1.13 

= 

$1.57 

TOTAL  =  $0.00 

COAST  FEDERAL 

Minimum  Balance  Penalty  =  $6.00 

ATM  Charges  =  $1.00 

Per  Check  Charges  =  

Walk-In  Charges  =  

Monthly  Service  Charges  =  

TOTAL  ==  $7.00 

12  BANK  AVERAGE 

Minimum  Balance  Penalty 
ATM  Charges 
Per  Check  Charges 
Walk-In  Charges 
Monthly  Service  Charge 

TOTAL  =  $6.92 

TORRES  BILL 

Estimated  Total  Charge    =  $4.00-$4.50 


*  ASSUMPTIONS  OF  MINIMUM  WAGE  EARNER/AJn>C  RECIPIENT  EXAMPLE 

This  hypothetical  example  relies  on  several  assvimptions.  The 
checking  account  holder  is  a  minimum  wage  worker  earning 
approximately  $700  per  month,  or  a  fcunily  of  four  receiving  AFDC 
payments  of  $743  per  month.  Their  rent  is  $400-$500  per  month. 
Neither  of  these  customers  is  able  to  maintain  a  minimum  balance 
since  their  expenditures  often  equal  their  eeumings.  On  the 
average  they  write  four  checks  per  month  for  rent,  utilities,  etc. 
They  use  the  ATM  em  average  of  four  times  per  Bonth  (once  «t  a  bank 
other  than  the  one  they  have  the  account  with) .  They  also  seJce  zm 
average  of  three  transactions  per  month  Inside  the  hemk.  vith  the 
assistance  of  a  teller. 
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THREE  GENERAL  TYPES  OF  CHECKING  ACCOUNTS 


I.   high  miniaum  balance,  lov  service  charge 

*  minimum  balance  requirement:  $500  -  $1,000  daily 
daily  average  balance 

*  below  balance  fee:  $6  -  $7 

*  no  flat  monthly  service  charge 

Banks:  Glendale  Federal,  Family  Savings,  California  Federal 

*  Low  income  account  holders  who  make  less  than  $1,000  a  month 
and  pay  about  $500  a  month  on  rent  will  never  be  able  to  keep 
the  minimum  blance  and  will  therefore  be  penalized  every 
month. 


II.  low  minimum  blance,  high  service  charge 

*  0  -  $25  minimum  balance 

*  monthly  service  charge  of  $3.50 

*  limits  on  check  writing 

*  limits  on  transactions  done  within  bank 
Banks:  Bank  of  America,  American  Savings 

*  The  monthly  service  charge,  fees  for  using  non  bank  ATM's, 
and  the  cost  for  doing  transactions  within  the  bank 
could  lead  to  burdensome  service  charges  for  low  income 
account  holders. 


III.  transaction  restricted  to  ATM 

*  no  minimum  balance 

*  flat  mbntly  fee:  $3.50  -  $4 

*  additional  high  cost  for  entering  bank:  $4  -  $5  a 
month 

Banks:  Great  Western,  Wells  Fargo 

*  Many  account  holders  may  not  feel  safe  using  ATM's  in 
dangerous  locations.  Additionally  ATM's  can  pose  a  problem  for 
those  who  do  not  understand  how  it  works  and  would  rather  do 
buisness  with  a  teller  who  could  explain  transactions  to  them. 
Considerable  fees  could  be  accumlated  in  service  costs  as 
wells  as  costs  for  entering  the  bank. 


102 


CO 

O 
z 

<: 

O 


v: 


O 
U 

z 

CO 

< 

U 

U 


BE 
U 

o 

CK 

*-  o 

o 

si 

•  o 

m  o 
•  (ft 

**■ 

«  - 
o  m 

4J 

O 

«  u  o 
•  o  « 

r-   •  " 
•    •   X 

o  u  « 

«»^  ■ 

«  o 

m  o 

•   X 

o  ■ 

•  o 

m  o 

4* 

o  ■ 

m  ■ 

>  o 

c  o 

•  r» 

ri  — 
•   X 

o  c 

•  o 

m  o 

n  — 

•  X 

o  c 

•  o 
m  o 

•s 

t%  - 

•  X 

o  « 

•  o 

«  o 

o 
«^  — 

•  X 

as 

o 
•       o 
a       B 

M       — 

X 

a   s 

O 

a 

O     ' 

X 

1 

o 

o 

b    - 

.8  .g 

m       •  0 
•       •  -< 

«       ■»  — 

<   X 

0       0  « 

•  0 
•  0 
a  « 

•  X 

0  a 
«»  ■ 

o 

X 

< 
u 

Sill 

o 

il 

c 

J£ 
U 

* 
U 

c 

0 

n 

rt 
*»  i-» 
o    . 

--  r* 

-  m 
O  JC 

*  o 

r  « 

£ 
13    0 
C 
«  4J 

C 

^^  m 
^  m  m 

0  c  c 
-^  0  w 

1  ■    V 
*^  u  > 
•-1  «  o 

• 

• 
o 

o  a 
•  o 

o  « 

• 

4.) 

■ 

a. 

•    ■ 

«  o 

u  o    • 

•  c 

*i  «  -< 

• 

Li   -  «• 
«^  r* 

*-  a 
«<  c  » 

?s . 

» 

O    u 
O    0 

0  c 

^1 

1  c 

o  o 
o  o 
•  o 

o  -^ 

W  V* 

u 

£ 
U 

c 
o 

*4 

1     1 

C 

a  --.    - 

u  #*  o 

in    - 

^"."^ 

e  -^  .a 

u 

WW-.. 
%.   O   V 

»<       c 

-.     .    o 

■0  o>  ■ 

>  u 

c 

m 

u        ^ 

i    "^ 

C 
w            ( 

--         O 

•O  T!  O 

«     • 

>.4J   - 

C   O 

■  a  — 

• 
.-t 

« 

—4   .-is. 

«.»  o 
e       0  o 

*i       •  o. 
a        c  v> 

*J           « 
c       o  > 

w       mo 

«          OB 

^                     U 

-.          4-    « 
*0  -O         £ 

c  «  u 

c  n    •  w 
C  O  -H  o 

c  a»«^ 

* 

«»«»  o 

*n  o  D> 

•     •  • 

o 
o  o 

0  o 

o  r«  o 
-^  v>  o 
«*      o 

1      *N 

1  uy 

o 

O  O    b 
O   O    C 
*%  w   > 
«»v»'  0 

c 
0 

U 

« 

a 
c 

<a  —. 
b  0 

4J     « 
— '»rf 

m 

oO 
0 

♦ 

4 

0 

u 

>. 

a      '^ 

0. 

0 

^      0 

#»  ■ 
lA  j^  a 
•  u  3 

-4  • 

£  0 

^   •  c 

CMC 
3   >   I) 

a  0 
3  O'*- 

X 

u 

u 

u 

h. 

u  r 

&  Ui 

ji 
u 

« 

U 

9.  — 
JC    C 

u  c 
e  0 

£    BE 

U    L. 

C 

4J  a 

« 

0    0 

z  z 

u 

V 

o 

< 

w      o 

> 

0       — 

c 

-        0 

-<  'S  w 

0  -.   • 
L.    C   O. 

>.— 

«  <I   0 
b  t  c 

« 

*i  o 

«l    • 
e  c 
0  in 
»  «^ 

a 

O        -<   X 

£      1% 

U         0 
io 

-^      u 

<  £ 

o 

z 

IB  — 

jc  e 
u  c 
a>  0 
£  » 
u  u 
tt 
jj  a 

B 
0  0 

X.  z 

o 

r 

u  — 

JC     IC 

u  c 

0)    0 
£    C 
U    b 

« 
^  a 

M 

o  o 
z  z 

>. 

J£          0 
U 

u       c 

i          0 

u       — 

-^  ^^  « 
-1  >   u 

<     -• 

01     •   u 
0  z  « 
X  —  > 

-  u 

—  c  .« 

O  £ 
1.    U  - 

>.      c 

C    IT,    C 

C.  w  0 

w  « 

•    «    01 

i>  >  t 

>    IB 

0  b  o 
u  ^  = 

U 

u  c 

c 

^  o 

CQ 

a 
u 

p 

>. 
c 
a 

c 

0 

e 
a 

n    -   f 
J<  O   w 
0     ■    0 
tt  X  V- 

£         b 
U  *•  ^ 

—  —  u. 

•1  = 

^  «)  >. 

B    b  *« 
O    »    C 

s  o.  o 

•a 
•   0 

>    4J 

0    3  ^  — 

p.  0  OJ  e 

4^   c 

.  0  «  0 
—   c  A>  m 

-^    —    to    b 

0                 0) 

id 

£      •  -* 
B   Z      • 

U   •«    K 

tt  —    U 

Ji    c 

u  c    . 
01  0  cr 

£    «    ft 
U   b  b 

a 

u 

a: 

z 
O 

g 

u 

o 

0 

> 

c 

L<    O 
0  — 

•  u 
c   « 
u  > 

c 
o 

■kJ 
c 
u 

w    « 

-"  iJ 

b   3 

V  a 
>  *  -^ 

w   0     • 

u  u 
•  i:  > 

0-.   * 
c   >   « 

u 

0        k 

a  -  0 

n  -o 

c  c  >.    • 

a  u  aj  ^ 

^s  c 
•  c  u  « 

■-  c      o 

c     ■  -< 
•—  •   Q. 
«  -  0   E 
U  <  W    C 

o 

c 
u 

c 
o 

E 
0 
L. 

c 
a  0 

•  — » 

E  ^ 
O  4J    u 

•  c  -- 
«  c  ^ 
o  —  - 

.  a  u    • 
o       «  c 
o  —  >  u 

o 

u 

•  •■  ?■ 

C  *J    St 
U    B  JJ 

>•  a  a 
-<      u 
-.».  u 

b    0   « 

a 

a  *j   ' 
—  so 

0 

u 

—  > 

> 

c 

b   0 
0-* 

■  « 
•  b 

c   « 

o  > 

0 
£    U 

>    > 

b  c 
o_o 

*  « 
o  u 

•  u 

5; 

0 

£    U 
>    > 

b  c 
0  0 

*i 

•  c 
0  u 

•  -^ 
(-1  «^ 

•  b 

C    0) 

u  > 

^  c 

»    0 

•  a  B 

0  a  u 

•  0  — 

(J — > 

u 
u 

li. 

< 
? 

11 
z 

s 
c 
o 

c 

o 
o 

•1 

c 

0 

c 

B 
C 

i 

V 

c 

0 

c 

« 

c 
o 

c 

o 
o 

• 
c 

0 

c 

c 

0 

c 

•X 

c 

0 

c 

a 
c 

0 

c 

c 

a 
c 
0 

c 

- 

a 
%> 

u 

Jl^  -• 
u  > 

«  b 

u  w 

—  (^ 
c  c 

—  £ 

<  o 

u 

I? 

£ 

55 

Jf  ■ 

u  ■ 

• 
«  o» 

-•  < 
c 

u  p. 
0  c 

-*  r 
-^  ■ 
<•  • 
o  o 

• 
*> 

HI 
£      • 

■  u 
«  c 
o  *- 

u 

c 
i: 
u  « 

c  o* 
«  c 

£  £ 
c  • 

u  u 

u 

« 

£ 
U  rv 

c  c 

B    B 

55 

c 

0 

*J 
o 
• 
c 
c 
o 
o 

J< 
u 

• 

g 

u 

•  * 

u  c 

>•£ 

tJ  a 

-.-  « 

u 

> 

9 

1/: 

>•  0) 
Ug. 

a  a 
u  £ 
I-   u 
3    K 
<J  k) 

m 
c 
o 
-1 
.K   > 
U   b 

•  • 

£  U> 
U 

.| 

-«£ 

^  m 
o  « 
X  u 

u 

V 

£     ■ 

L>  U 

C 

I.  .-i 

a 

II 

>5 

a  a 
X  u 

0 

a  ^ 
£  c 
u  -• 

£ 

X  n 

-.  c 
z  u 

u 
a  » 

£    C 
£ 

<  a 
V)  a 
3  u 

103 
CHECK  CASHING  AGENCIES  IN  LOS  ANGELES 


Check  Cashing  agencies  provide  the  community  with  convenient 
services  of  cashing  checks  and  making  money  orders.  They  also 
provide  other  services  such  as  distributing  food  stamps  or  working 
with  companies  like  Western  union  in  providing  wire  services  for 
money.  Maybe  these  other  services  are  what  brought  the  president 
of  California  Check  Cashing  Association,  Steven  Burningham  to  say, 
"Comparing  banks  and  check  cashiers  are  like  comparing  onions  and 
apples."  Despite  this  opinion,  the  two  can  be  compared,  in  that, 
if  a  person  had  an  account  at  a  bank,  then  they  could  get  check 
cashing  and  writing  privileges  with  the  institution  they  are 
banking  at. 

After  completing  a  survey  of  13  check  cashing  agencies  in  Los 
Angeles  city,  the  following  are  statistics  made  (  some  with 
assumptions  )  to  provide  a  clearer  picture  of  what  a  person  is 
paying  for  these  services  per  month. 

The  following  shows  which  %  of  the  agencies  cash  various  types  of 
checks: 

CASH  ALL  CHECKS:  38% 

NO  PERSONAL  CHECKS:  62% 

NO  PERSONAL  CHECKS  /NO  MONEY  ORDERS:      38% 

The  following  are  averages  given  by  Steven  Biirninghaa  (President  of 
California  Check  Cashing  Association) ,  of  the  average  %  charged 
on  the  various  checks: 

GOVERNMENT  CHECKS: 

(W/I.D.):  2% 

(W/0  I.D.) :  2.5-3.5% 
PAYROLL  CHECKS: 

(W/I.D.):  2-3% 

(W/O  I.D.) :  2.5-3.5% 

PERSONAL  CHECKS^  10% 
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These  miscellaneous  fees  are  not  clearly  advertised  and  are  often 
available  only  on  request  from  a  receptionist,  rather  than  being 
visible  in  the  lobby.  • 

Part  of  the  Torres  Bill  mandates  that  brochures  be  clearly 
displayed  for  the  public  in  both  K.ngllsh  and  the  popular  language 
of  that  community.  All  banks  surveyed  had  the  brochure  in  the 
lobby,  but  the  brochures  provided  limited  information.  The  actual 
cost  of  many  of  their  services  and  penalties  were  in  separate 
brochures  inside  their  drawers.  A  bill  promoting  clearer 
advertisement  would  reduce  the  intimidation  of  banking. 

The  Torres  Bill  also  restricts  banks  from  charging  exorbitant 
fees  by  limiting  their  profit  margin  on  these  accounts.  The  bill 
insures  that  low  fee  accounts  will  be  consistently  available  and 
not  subject  to  arbitrary  changes  in  fee.  This  is  similar  to  the 
"lifeline"  accounts  now  offered  by  phone  companies  and  utilities. 

By  providing  a  low  fee  banking  system  which  is  always 
available  and  well  advertised,  the  Torres  Bill  will  encourage  low 
income  people  to  seek  the  banking  services  that  they  truly  need. 


AclcnowledgeB«nta 
This  survey  was  conducted  by  University  of  California  interns: 
Christina  Gim,  Regina  Hong  and  Kevin  McCarthy  as  a  special  project 
of  the  City  Controller's  office  under  the  supervision  of  Timothy  B. 
Lynch,  Administrative  Deputy  Controller 
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CONCLUSION 


Our  survey  results  show  that  the  cost  of  using  banking 
services  can  be  2  to  5  times  lower  than  the  cost  of  using  check 
cashing  services.  A  part-time,  self  employed  worker  earning  his  or 
her  income  through  personal  checks,  spends  almost  5  times  more  on 
check  cashing  than  she  or  he  would  at  a  bank.  Even  though  the 
average  cost  for  using  a  low  fee  checking  account  is  $6.92,  banks 
don't  actively  promote  these  accounts.  Moreover,  the  fact  that 
banks  can  change  their  fees  and  have  the  right  not  to  provide  these 
services  at  a  given  notice,  makes  banking  an  uncertain  alternative 
for  the  working  poor  and  those  on  fixed  income  looking  for  an 
economic  alternative  to  check  caslilncj. 

We  need  to  assure,  low  income  citizens  that  they  can  rely  on 
banking  services  to  lessen  rather  than  add  to  their  financial 
burdens.  A  person  earning  $700  a  month  and  paying  $400  in  rent 
only  has  $3  00  a  month  left  to  pay  for  their  entire  living  expenses 
and  can  ill-afford  to  pay  an  extra  $10  to  $30  a  month  on  cashing 
checks. 

The  problem  with  banking  today  is  that  few  low  income  people 
understand  or  trust  the  banking  system.  At  least  with  a  check 
cashing  service,  they  know  exactly  what  they  will  be  charged.  On 
our  survey  we  calculated  the  minimum  monthly  charge  based  on  our 
Minimum  Wage  and  AFDC  recipient  assumptions,  however  additional 
irregularly  charged  fees  and  penalties  could  significantly  add  to 
the  cost  of  banking.  Here  are  somu  ot  the  average  costs  of  some  of 
the  miscellaneous  fees: 

copy  of  paid  checking  statement,  $3.00;  non  sufficient  funds 
$11;  stop  payment  order,  $10;  checks  returned  for 
uncollected  funds,  $10;  account  reconciliation  chaurge,  $20/hr; 
branch  general  statement,  $3.00  ;  point  of  sale  $1.00. 
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CASE  /2;   Retired  couple  living  on  Social  Security  Check  of  $1106 
per  month . 
-using  3  money  orders  per  month:  Rent  and  utilities 

1st  time  customer     Regular  customer 

$23.22  $22.72 

CASE  #3:      For  a  single  person,    over  65  yrs  of  age,    living  on  Social 
Security  Check  of   $653.00   per  month, 
-using   3   money  orders  per  month:    Rent  and  utilities 

1st  time  customer  Regular  customer 

$13.17  $12.67 

CASE  #4:   Part-time  worker  (self-employed)  -  earning  an  average  of 
$700  per  month  on  personal  checks, 
-using  3  money  orders  per  month:  Rent  and  utilities 

1st  time  customer  Regular  customer 

$32.57  $31.07 


107 


MONEY  ORDER: 


3-6% 


Tbe  following  are  average  costs  to  buy  money  orders: 


under   $300 

$300-$500 

$500-$600 

$600-$900 

$900-$1000 

1  1.    $0.65 

$0.65 

$1,30 

$1.30 

$1.30 

2.    $0.75 

$1.50 

$1.50 

$2.25 

$3.00 

3.    $0.39 

$0.78 

$0.78 

$1.17 

$1.56 

4.    $0.69 

$0.69 

$1.38 

$1.38 

$1.38 

5.    $0.39 

$0.78 

$0.78 

$1.17 

$1.56 

6.    $0.39 

$0.78 

$0.78 

$1.17 

$1.56 

7.     $0.29 

$0.29 

$0.58 

$0.58 

$0.58 

8.     $0.50 

$0.50 

$1.00 

$1.00 

$1.00 

9.     $0.25 

$0.25 

$0.50 

$0.50 

$0.50 

10.       - 

- 

- 

- 

- 

11. 

- 

- 

- 

- 

12. $0.49 

$0.49 

$0.49 

$0.49 

$0.49 

13. $0.39 

$0.39 

$0.48 

$0.78 

$0.78 

avg:       $0.47 

$0.65 

$0.90 

$1.07 

$1.25 

The  following  are  the  average  costs,  for  using  check  cashing 
agencies,  for  4  different  types  of  people.  There  are  assumptions 
made  for  these  hypothetical  cases,  but  they  are  assumptions  that 
are  reasonable  and  common.  (  The  average  ch^ck  amount  for  cases 
#1-3  were  provided  by  the  Los  Angeles  County  Library  and  the 
Department  of  Social  Services.  ) 

CASE  #1;   Family  of  4  with  $0.00  income,  receiving  $743.00  check 
per  month  from  the  Government  (AFDC) . 
-using  3  money  orders  por  month:  Rent  and  utilities 


1st  time  customer 

$14.51 


Regular  customer 

$14.01 
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M^HiB^ffl 


POVERTY,  INC. 


Qot  Woods  used  to  be  a  teller  at  the  old  Fidelity 
bank  on  the  comer  of  Driver  and  Angier  in  East 
Durham,  North  Carolina.  "It  was  such  a  beauti- 
ful building."  she  recalls.  "It  was  so  old-fash- 
ioned, with  high  ceilings  and  marble  floors.  It 
even  had  a  balcony  in  the  lobby." 
That  was  back  in  the  1 950s,  when  the  neighborhood  bustled 
with  life  and  local  merchants  prospered  in  the  rows  of  red-brick 
shops  that  line  the  streets.  Today  the  storefronts  look  worn  and 
tired  —  and  the  imposing  columns  of  the 
old  bank  now  mark  the  entrance  of  East 
Durham  Jewelry  &  Pawn. 

Second-hand  tools  and  stereos  line  the 
counters  where  local  residents  once  made 
deposits  and  balanced  their  checkbooks.  A 
sign  next  to  a  display  of  rifles  announces, 
"Absolutely  No  Loaded  Guns."  Customers 
can  hock  their  belongings  in  exchange  for 
loans  that  carry  annual  interest  rates  of  240 
percent. 

The  bank-tumed-pawn  shop  under- 
scores a  trend  in  inner-city  neighborhoods 
and  small  towns  across  the  nation.  As  main- 
stream banks  have  closed  their  doors  in 
poor  and  working-class  communities,  un- 
regulated money  changers  have  moved  in. 
Pawn  shops  and  check  cashers,  rent-to-own 
stores  and  used-car  dealers,  finance  compa- 
nies and  trade  schools  —  all  target  the  poor 
for  profit,  charging  exorbitant  fees  and 
interest  for  basic  services. 

Credit  is  the  lifeblood  of  the  community. 
Loans  enable  people  to  invest  in  their  future  by  buying  a  home, 
to  get  the  education  they  need  to  find  decent  jobs,  or  to  buy  a 
car  that  will  carry  them  to  and  from  work,  school,  the  store. 

But  those  paths  out  of  poverty  are  also  the  means  by  which 
financial  predators  now  push  people  deeper  into  debt.  Fraudu- 
lent home-loan  deals,  trade-school  scams,  and  used-car  rip-offs 
keep  people  poor  —  and  enrich  the  businesses  that  lend  them 
money. 

The  poor  have  always  paid  more  —  for  groceries,  house- 
hold goods,  insurance,  and  especially  for  credit.  As  more 
Americans  sink  into  poverty  or  succumb  to  the  lure  of  easy 
debt,  however,  the  businesses  that  target  them  are  bigger  and 
more  powerful  than  ever.  They  are  increasingly  owned  by  cor- 
porate giants  like  Ford,  Westinghouse,  and  American  Express, 
and  underwritten  by  the  same  banks  that  refused  the  poor  credit 
in  the  first  place. 


LOANS 


GUNS 

CRYSTAL 
ANTIQUE^ 
M/ATCHES 


The  poor  aren't  the  only  ones  hurt  by  predatory  lending. 
As  corporations  pour  money  into  pawn  shops  and  other 
"fringe  banks."  entire  communities  suffer.  Hometown  banks 
and  S&Ls  close  their  doors.  Small  businesses  find  it  harder  to 
get  loans.  Middle-class  consumers,  forced  to  borrow  to  pay 
tfieir  bills,  find  their  credit  ruined  and  their  savings  sucked 
dry.  The  entire  nation  becomes  a  financial  ghetto,  where  usury 
is  a  trap,  and  bankruptcy  the  only  escape. 

Many  who  get  in  over  their  heads  have  few  economic  op- 
tions, and  lack  the  financial  sophistication 
to  avoid  loan  scams.  But  millions  of  well- 
educated  consumers  have  also  fallen  prey  to 
intricate  schemes. 

"We  arc  convinced  that  the  proverbial 
Philadelphia  lawyer  could  not  explain  all 
the  legal  issues  raised  by  these  confusing 
documents,"  said  a  Florida  court  after  re- 
viewing the  paperwork  on  one  690-percent 
loan  from  a  pawn  company  called  Quick 
Cash.  "This  transaction  could  easily  be  the 
feature  question  in  a  difficult  law  school 
exam." 

This  special  section  of  Southern  Expo- 
sure explores  how  the  poverty  industry 
works  —  and  how  average  citizens  are 
fighting  back.  Beating  the  credit  predators 
won't  be  easy.  Consumer  laws  won't  solve 
anything  unless  they  are  accompanied  by 
grassroots  activism  that  educates  people 
about  their  rights  and  develops  non-profit 
alternatives  that  offer  credit  at  a  fair  price. 
Without  real  reform,  consumers  will  con- 
tinue to  sink  deeper  into  debt. 

Lilly  Hunter  tried  to  pull  her  four  children  out  of  poverty 
by  enrolling  with  a  trade  school  in  Roanoke,  Virginia.  "Drive 
big  trucks,"  read  the  ad.  "Make  big  bucks."  But  the  promise 
of  a  job  proved  to  be  a  lie  —  and  Hunter  wound  up  $3,600 
in  debt. 

"This  was  me  and  my  family's  way  out,"  she  said.  "I  was 
proud  of  myself  for  doing  something.  And  my  kids  was,  too. 
But  really  all  they  got  was  their  heart  broke." 

—  Mike  Hudson  and  Eric  Bates 

Mike  Hudson,  a  reporter  with  (/if  Roanoke  Ti  mes  &  World-  News, 
hasbeen  investigating  the  poverty  industry  for  two  years.  EricBatesis 
editor  ofSouthtmExposwe.Supportfor  this  project  was  provided  by 
the  Alicia  Patterson  Foundation,  the  Fundfor  Investigative  Journal- 
ism, and  the  Dick  Gotdensohn  Fund. 
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THE  POVERTY 
INDUSTRY 


By  Mike  Hudson 


□  cross  the  South,  big  corporations  are  making  bil- 
lions of  dollars  In  profits  by  targeting  the  region's 
most  economically  vulnerable  citizens.  Poor  and 
working-class  people.  African-Americans,  HIspanlcs,  and  other 
minorities.  Middle-class  consumers  who  suddenly  find  them- 
selves Jobless  or  overwhelmed  by  bills. 

Each  year,  millions  of  Southemers  are  swindled,  ripped  off,  or 
gouged  by  exorbitant  prices  for  loans  and  basic  financial  ser- 
vices. They  are  targeted  because  they  lack  the  Income,  credit 
history,  or  skin  color  to  qualify  for  the  fair-market  rates  and 
above-board  treatment  offered  to  more  affluent  —  and  mostly 
white  —  consumers. 

They  are  people  like  Deborah  James. 


Qeborah  James  shushed  her  baby 
as  he  cried  and  wriggled  in  her 
arms.  She  was  worried.  She 
was  in  debt  and  could  .see  no  way  out. 

"Stop  Adrian,"  she  told  her  son.  "Quit, 
quit,  get  up." 

Across  the  table,  a  loan  officer  with 
ITT  Financial  Services  in  Jacksonville, 
Florida  was  oozing  concern. 

"He's  just  tired,  that  is  what  his  prob- 
lem is."  the  loan  officer  said.  "I'll  get  you 
out  of  here  buddy,  just  give  me  a  little 
time.  He  can  smile,  give  me  a  smile." 

16  FALL  1993 


He  pushed  some  papers  in  front  of 
James. 

"Look  at  that.  OK,  then  this  one  right 
here.  And  this  one  right  there.  And  this 
one  right  there." 

She  signed  a  few  more,  and  it  was 
over. 

"If  you've  got  any  problems  at  all 
don't  hesitate  to  call  me,"  he  said.  "I'll 
give  you  my  card,  so  don't  get  behind  that 
eight-ball  anymore.  You  can  always  call 
me  and  I  am  sure  that  we  got  a  solution." 

James  thought  ITT  was  helping  her 


climb  out  of  debts  to  a  waterbed  store  and 
health  spa.  She  was  wrong.  It  was  dig- 
ging her  in  deeper. 

Once  the  finance  company  took  over 
her  debts,  it  rewrote  her  loan  contract 
five  times  over  two  years  ^  lending  her 
$2,669  to  pay  off  bills. 

James  paid  back  all  but  $45  of  that  in 
monthly  installments,  but  her  debt  now 
totals  more  than  $4,000.  Why?  Because 
ITT  charged  her  interest  rates  between  21 
percent  and  30  percent,  tacked  on  fees 
each  time  it  rewrote  the  loan,  and  billed 
her  more  than  $  1 ,600  for  credit  insur- 
ance, an  item  consumer  advocates  say  is 
virtually  worthless  to  borrowers. 

When  James  couldn't  keep  up  with 
her  payments,  collectors  working  for  the 
company  called  her  home.  Sometimes 
late  at  night.  They  called  her  at  work. 
They  called  her  mom. 

"It  really  and  truly  hurt  me  that  they 
would  take  advantage  like  that  —  in  such 
a  disguise  that  everything  they  were  do- 
ing was  for  my  benefit."  James  says. 

Other  ITT  customers  report  the  same 
mistreatment.  The  company  charged  Art 
Wrightson,  a  restaurant  manager  in 
Tampa,  more  than  $600  for  credit  insur- 
ance on  a  loan  of  less  than  $2,600. 
"They're  flat-out  slick,"  he  says. 
"They're  taking  advantage  of  a  lot  of 
people." 

Gertrude  Stuckey,  a  cafeteria  worker 
In  Jacksonville,  ended  up  more  than 
$4,300  in  debt  after  borrowing  money 
from  ITT  to  pay  a  $500  dental  bill.  When 
she  couldn't  pay,  she  says,  the  company 
harassed  her  unceasingly. 

"They  laughed,"  she  recalls.  "They 


Ill 


thought  it  was  funny  when  I  said: 
'You're  violating  my  rights.'" 

THE  NEW  LOAN  SHARKS 

Low-life  leg-breakers  and  con  men 
operating  from  grimy  storefronts  aren't 
the  only  ones  preying  on  the  vulnerable. 
These  days,  most  of  the  profits  made 
from  gouging  disadvan- 
taged.consumers  flow  into 
the  balance  sheets  of  big 
banks  and  major  corpora- 
tions like  nr.  They  are 
well-known,  respected, 
insulated  by  the  advice  of 
powerful  law  firms, 
oftentimes  traded  on  Wall 
Street. 

Some  break  the  law. 
But  most  simply  take  ad- 
vantage of  harsh  economic 
realities  and  lax  govern- 
ment regulations  that  leave 
many  consumers  with  few 
choices  and  little  clout  in 
the  marketplace. 

"Everybody  is  taking 
their  pound  of  flesh  every 
time  a  poor  person  does  a 
transaction,"  says  Gary 
Groesch,  a  housing  activist 
who  now  heads  the  Alli- 
ance for  Affordable  En- 
ergy in  New  Orleans.  "If 
poor  people  got  an  even 
deal,  that  would  be  a 
miracle." 

The  poverty  industry 
begins  at  the  bank  door, 
where  poor  and  minority 
consumers  are  shut  out  of 
mainstream  sources  of 
credit.  Government  studies 
and  media  investigations 
in  recent  years  have  repeat- 
edly demonstrated  that 
major  banks  systematically 
"redline"  entire  neighbor- 
hoods, refusing  to  lend 
money  to  the  people  who 
need  it  most.  They  also 
charge  stiff  fees  for  small 
accounts  and  bounced 
checks,  making  it  tough  for 
consumers  with  modest  incomes  to  get 
access  lo  basic  financial  services. 

As  a  result,  more  and  more  Ameri- 
cans find  themselves  living  in  a  financial 
ghetto,  cut  off  from  affordable  credit. 
Yet  the  banks  that  put  them  there  still 
fmd  a  way  to  make  money  from  their 
discrimination.  Major  financial  instim- 


tions  advance  money  to  front  companies 
—  trade  schools  and  tin  men,  used<ar 
dealers  and  pawn  brokers,  finance  com- 
panies and  second-mortgage  lenders. 
These  businesses  then  loan  the  money  — 
often  at  sky-high  interest  rates  —  to 
people  the  banks  won't  do  business  with 
themselves. 

"These  icams  have  eusted  for  a  long 
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Deborah  James  thought  ITT  Financial  Services  was  helping  her 

CUMB  OUT  OF  DEBT.  SHE  WAS  WRONG  —  IT  WAS  DIGGING  HER  IN  DEEPER. 


time,"  says  Maity  Leary,  research  direc- 
tor of  the  Union  Neighborhood  Assis- 
tance Corp.  (UNAC),  which  is  investi- 
gating lending  abuses  across  the  nation. 
"What  makes  them  different  is  the  mas- 
sive scale,  the  fact  that  they're  very  effi- 
cient profit  generators  for  a  very  small 
number  of  people.  It's  a  centralization  of 


power  and  economic  resources  brought 
into  communities  on  vesry  predatory 
terms." 

The  result  is  a  debtors  economy 
where  everybody  profits  —  except  the 
poor.  They  are  trapped  into  a  separate  but 
far-from-equal  banking  system  where 
they  pay  more  for  everything. 

There  is  no  way  to  calculate  exactly 
how  much  consumers 
pay  for  unfair  credit; 
consumer  debt  now 
totals  $4  trillion,  and 
many  transactions  go 
unreported.  It  is  clear, 
however,  that  millions 
of  Americans  lose  bil- 
lions of  dollars  each 
year.  Mart)'  Leary  of 
UNAC  estimates  that 
mortgage  lenders  and 
finance  companies 
alone  make  at  least  $70 
billion  a  year  in  preda- 
tory loans. 

The  Ust  of  busi- 
nesses that  target  the 
poor  for  profit  is  long. 
Among  the  biggest 
money  gougers: 

▼  Second-mort- 
gage companies  work 
hand-in-hand  with 
mainstream  banks  to 
target  poor  and  African- 
American  homeowners. 
Contractors  and  mort- 
gage brokers  prowl 
minority  neighbor- 
hoods offering  loans 
with  interest  as  high  as 
30  percent  to  pay  off 
bills  or  make  home 
repairs.  Big  banks  fi- 
nance the  operations  — 
and  then  "buy"  the 
loans  to  collect  the  in- 
terest themselves.  Fleet 
Finance,  the  Atlanta- 
based  subsidiary  of  the 
largest  bank  in  New 
England,  has  been  ac- 
cused of  fleecing  more 
than  20,000  borrowers 
in  Georgia. 
▼  Fringe  banks  —  pawn  shops  and 
check-cashing  outlets  —  make  big  prof- 
its by  serving  customers  who  have  been 
locked  out  of  mainstream  banks.  Check 
cashers  typically  charge  two  percent  to 
10  percent  of  a  check's  value  lo  cash  it. 
In  many  states,  pawn  shops  charge  inter- 
est as  high  as  240  percent. 
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better  jobs  to  take  advantage  of  low-in- 
come students.  The  schools  —  and  the 
banks  that  finance  them  —  have  left  hun- 
dreds of  thousands  of  students  stuck  with 
the  bill  for  billions  of  dollars  in  fraud- 
tainted  profits  (see  story,  page  28). 

T  Debt  collectors  do  the  dirty  work 
when  consumers  can't  pay.  using  threats 
and  manipulation  to  make  sure  lenders  get 
their  money.  One  consumer  advocate  told 


Ptwto  by  Jackson  Hilt 


Business  is  booming.  The  number  of 
pawn  shops  has  doubled  in  the  past  de- 
cade to  an  estimated  10,000.  Since  1987, 
the  number  of  check  cashers  has  jumped 
from  about  2,000  to  an  estimated  5,000. 

T  (Jsed-car  dealers  take  in  billions 
of  dollars  a  year,  often  working  in  tandem 
with  bai\ks  and  finance  companies  to  set 
up  low-income  and  credit-damaged  cus- 
tomers for  price  gouging  and  loan 
schemes. 

"For  people  who  have 
bad  credit,  you're  gonna 
have  to  take  what  they 
give  you,"  says  Rick 
Matysiak.  special  investi- 
gations coordinator  for 
the  Georgia  Department 
of  Insurance.  "If  you're 
gonna  pawn  off  a  car  that 
has  been  cut  in  half  and 
put  back  together,  you 
put  it  to  the  people  who 
have  the  least  ability  to 
fight  back." 

T  Finance  compa- 
nies like  ITT  Financial 
Services  make  huge  prof- 
its by  serving  as  high- 
interest  lenders  of  last 
resort  for  borrowers  with 
limited  income  or  shaky 
credit.  Consumer  debLs  to 
finance  companies  now 
total  more  than  S 1 1 5 
billion. 

All  but  three  Southern 
states  allow  finance  com- 
panies to  charge  maxi- 
mum interest  rates  of  at 
least  36  percent  a  year  — 
including  109  percent  in 
Tennessee  and  1 23  per- 
cent in  Georgia. 

T  Rent-to-own 
stores  have  become  a 
S3.7  billion-a-year  busi- 
ness by  selling  appliances 
and  other  household 
goods  by  the  week  or 
month  to  low-income 
customers  —  charging 
them  as  much  as  five 

times  what  they'd  pay  for  "You  can't  never  get  on  your  feet."  says  Bufford  Magee,  a  New 
the  same  items  at  tradi-      Orl£ans  cabbie  who  pays  $308  a  month  to  three  loan  companies 
tional  retailers.  The  in-       —  including  ONE  THAT  nNANCED  his  bedroom  furniture. 
dustry  has  tripled  in  size 

Congress  that  collection  agencies  and 
in-house  bill  collectors  working  for  lend- 
ers have  become  "nothing  more  than 
terrorists"  holding  people  hostage  to  their 
debts. 

John  Long,  an  Augusta  attorney  active 


in  the  Republican  Party  in  Georgia,  once 
represented  big  companies.  Now  he  de- 
fends consumers.  'I  got  tired  of  being  the 
guy  who  had  to  go  out  and  screw  some- 
body." he  recalls.  "You'd  say:  This  is 
illegal,  you  can't  do  that.  They'd  say: 
We're  gonna  do  it  anyway." 

Long  says  the  small-time  shysters 
that  have  long  ripped  off  the  unwary  are 
nothing  compared  to  the  big  corporations 
that  now  prey  on  the 
poor.  "These  guys 
that  do  it  today  — 
they've  got  it  down  to 
a  science." 


in  the  past  decade  amid  a  frenzy  of  corpo- 
rate buyouts  and  increasing  chain  owner- 
ship. A  third  of  its  7.500  outlets  are  in  the 
South. 

▼  Trade  schools  use  easy  access  to 
federal  loan  money  and  the  promise  of 


"THEY  KEEP 
You  POOR" 

One  reason  getting 
cheated  on  a  loan  hurts 
so  much  is  that  it  usually 
leads  to  a  cycle  of  more 
and  more  debt.  That's 
what  happened  to 
Audery  Duncan  after 
she  signed  up  for  classes 
at  the  Crown  Business 
Institute,  a  tfade  school 
in  Atlanta.  She  says 
school  officials  prom- 
ised to  teach  her  to  read, 
but  never  did.  She  ended 
up  stuck  with  a  $2,500 
student-loan  debt  to 
First  American  Savings. 

Her  credit  was  ru- 
ined, and  Duncan  had  to 
go  to  a  rent-to-own  store 
when  she  needed  bunk 
beds  for  her  daughters. 
She  pawned  her  engage- 
ment ring  to  pay  for 
food  and  clothing.  And 
because  she  cannot  gel  a 
checking  account,  she 
now  pays  a  $5  fee  to 
cash  her  welfare  check 
at  a  downtown  Atlanta 
bank. 

Bufford  Magee,  a 
New  Orleans  cabbie, 
pays  $308  a  month  to 
three  finance  compa- 
nies, including  one  that 
financed  his  bedroom 
furniture.  "They've  got 
two  guys  riding  up  and  down  the  streets. 
They  stopped  me  one  day.  1  said.  'Man.  I 
don't  need  no  bedroom.'"  But  he  finally 
relented.  "Come  to  find  out  the  bedroom 
ain't  worth  nothing.  It  was  sheet  mate- 
rial. They  made  it  themselves." 
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lUusinuion  by  Jacob  Roquet 


THE  NEW  LOAN  SHARKS 


Low-ltfe  leg  breakers  and  con  men  operating  from  addresses  unknown  aren't  the  only  ones 
preying  on  the  poor.  These  days,  many  of  the  proftts  from  pawn  shops,  check  cashers,  rent- 
to-own  stores,  and  used-car  dealers  flow  into  the  balance  sheets  of  mainstream  banks  and 
m^Jor  corporations.  Here's  how  K  works: 


Banks  refuse  to  do  business 

wKh  low-Jncome  customers  - 
denying  them  credit,  gouging 
them  for  bounced  checks, 
and  demanding  $300 
balances  for 
savings  and 
checking 
accounts. 


Banks  meanwhile  extend  huge  lines  of  credit 
to  unregulated  companies  that  loan  money 
to  the  poor  —  the  very  customers  the 
banks  turned  away. 
Mainstream  lenders 
can  thus  support 
financial  predators 
without  getting 
their  own 
haifds  dirty. 


Unscrupulous  contractors  serving  as 
front  companies  for  banks  prowl  poor 
and  minority  nel^ 
borhoods,  pressur- 
ing low-income 
homeowners  to 
take  out  second 
mortgages  for 
home  repairs.  Banks 
and  big  investors  then 

"buy"  the  loans  so  they  can 
collect  sky-high  Interest  and 
foreclose  on  homeowners  ' 
who  can't  pay. 


Pawnfl 

check  cashers.  and  finance 
companies  gouge  consumers  with  exort>ltant 
Interest  and  fees  for  basic  financial  services.  Many 
are  underwritten  by  major  banks  and  owned  by 
corporate  giants  like  General  Electric  arul  Ameri- 
can Express. 


Trade  schools  lure  the  poor 
with  promises  of  better  Jobs 
and  federal  loans  —  and 
then  offer  no  training. 
Students  wind  up  deeper  In 
debt  —  while  banks  enjoy 
enormous  profit  from  the 
fraud-tainted  k>ans. 


Used-car  dealers  often  work 
In  tandem  with  banks  to  set 
up  customers  for  loan 
scams  and  hidden  finance 
charges,  while  big  rent-to-own 
chains  make  billions  every 
year  selling  appliances  and 
other  household  goods  for  five 
times  the  retail  price. 


Debt  collectors  do  the 
dirty  work  when  people 
can't  pay,  terrorizing 
consumers  with 
obscene  language 

and  threats  of  Jail  to 

make  sure  lenders 
get  their  ntoney.  The 
result  is  a  cycle  of  spiraling 
debt,  as  harried  consumers  borrow 
more  and  more  money  to  pay  off 
their  Mils. 
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Magee  tried  to  get  bank  loans,  but 
they  refused  him.  "When  the  banks 
won't  lend  you  money,  what  you  gonna 
do?  1  try  to  live  decent.  I  work  seven 
days  a  week." 

He  held  out  an  olive-green  payment 
book  from  one  of  the  finance  companies. 
"You  end  up  paying  40,  50  cents  on  the 
dollar."  he  said.  "They  keep  you  poor 
that  way.  Youcan'tnevergetonyour 
feet." 

THE  SEVEN  DWARVES 

For  decades,  one  of  the  most  profit- 
able ways  to  keep  poor  people  poor  has 
been  to  go  after  the  money  they  have 
invested  in  their  home.  Second-mortgage 
companies  persuade  homeowners  who 
have  been  turned  away  by 
banks  —  especially  Afri- 
can-Americans —  to  take 
out  high-interest  loans  for 
bill  consolidation  or  home 
repairs  (see  sidebar,  page 
22). 

Over  the  past  decade, 
however,  a  new  innovation 
has  fueled  the  rapid 
growth  of  this  scam:  A 
growing  number  of  banks 
and  S&Ls  now  buy  these 
loans  on  the  "secondary 
market."  By  purchasing 
the  right  to  collect  on  these 
debts,  bankers  can  earn 
money  on  the  loans  while 
claiming  that  they  bear  no 
fault  if  the  deals  turn  out  to 
be  tainted  by  fraud.  Com- 
panies hit  with  allegations 
of  mortgage  abuse  include 
III,  Security  Pacific  (nov. 
owned  by  Bank  America), 
and  Chrysler  First  (re- 
cently purchased  from 
Chrysler  Corp.  by 
NationsBank). 

In  Georgia.  Fleet  Fi- 
nance has  been  sued  for 
buying  thousands  of  mort- 
gages from  a  group  of  loan 
brokers  nicknamed  the 
"Seven  Dwarves."  Almost 
all  the  loans  had  high  fees 
and  interest  rates  —  espe- 
cially for  blacks.  A  state  judge  deter- 
mined that  black  homeowners  held  60 
percent  of  the  Fleet  loans  with  the  high- 
est interest  rates.  Blacks  also  paid 
upfront  fees  of  1 1  percent,  while  whites 
paid  eight  percent.  Homeowners  nation- 
wide averaged  less  than  two  percent. 


Fleet  officials  deny  they  ever  had 
control  over  the  brokers.  But  court 
records  show  that  four  of  the  companies 
sold  more  than  96  percent  of  their  loans 
to  Fleet,  and  Fleet  admits  it  "pre-ap- 
proved" many  of  the  loans  before  the 
brokers  closed  the  deals. 

Last  summer,  the  Georgia  Supreme 
Court  ruled  that  Fleet  has  not  violated  the 
Georgia  loan-sharking  limit  of  60  per- 
cent annual  interest.  But  the  justices  said 
the  bank's  practices  "are  widely  viewed 
as  exorbitant,  unethical,  and  perhaps 
even  immoral"  and  urged  state  lawmak- 
ers to  put  stricter  limits  on  second-mort- 
gage rates. 

Fleet  has  meanwhile  profited  hand- 
somely from  the  absence  of  real  regula- 
tion. In  1990,  the  finance  company  made 


take  over  the  Bank  of  New  England  in 
1991 .  Thanks  to  that  deal,  company  as- 
sets now  total  $45  billion. 

FROM  WHISPERS  TO 
WALL  STREET 

Banks  not  only  shut  off  cr&lit  to  poor 
consumers,  they  also  make  it  expensive 
to  maintain  a  checking  account.  Accord- 
ing to  a  survey  of  300  large  banks  by  the 
Consumer  Federation  of  America  and 
the  U.S.  Public  Interest  Research  Group, 
the  average  annual  cost  of  a  regular 
checking  account  hit  $  1 84  this  year  — 
up  18.5  percent  since  1990,  nearly 
double  the  rate  of  inflation. 

Such  price  hikes  have  left  many  con- 
sumers unable  to  afford  a  bank  account. 

Pholo  by  Ft  Worth  StarTelentam 


Why  is  this  man  squinting?  Jack  Dauoherty  owns  a  prortable  chain  of  245  pawn  shops 
and  launched  a  usetxar  empire  that  took  in  $38  miluon  a  year. 


$60  million  on  its  national  portfolio  of 
7 1 ,000  high-interest  loans,  at  a  time 
when  many  of  its  parent  company's 
mainstream  banking  operations  were 
losing  money.  Those  profits  —  along 
with  money  from  the  student-loan  busi- 
ness —  gave  Fleet  the  clout  it  needed  to 


According  to  the  Federal  Reserve,  the 
portion  of  American  families  without  an 
account  has  increased  from  9  percent  to 
14  percent  in  the  past  15  years. 

That's  where  "fringe  bankers"  come 
in.  Pawn  brokers  and  check  cashers  offer 
themselves  as  one-stop  financial  centers 
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for  the  bankless.  They  sell  money  orders 
and  lottery  tickets,  make  wire  transfers, 
take  payments  for  utility  bills,  distribute 
food  stamps  under  government  contract, 
and  make  high-priced  "fast  tax  loans"  to 
customers  who  can't  wait  for  their  IRS 
refiinds. 

The  "non-bank"  market  is  being 
tapped  by  entrepreneurs  like  Jack 
Daugherty.  Daugherty  started  small:  Ten 
years  ago  he  owned  a  single  pawn  shop 
in  Ir\'ing,  Texas.  If  he  said  "pawn  shop" 
at  a  country  club,  people  would  turn 
away  and  whisper.  If  he  had  gone  to  an 
investment  banker  for  a  loan,  they'd 
have  shown  him  the  door.  Corporate 
America  believed  it  was  somehow  above 
pawn  shops  and  check-cashing  outlets. 

But  thanks  in  large  part  to  Daugherty. 
all  that  has  changed.  Back  in  1983,  after 
years  of  dabbling  in  night  clubs  and  dry 
oil  wells,  Daugherty  had  an  idea.  The 
pawn  business  could  boom,  he  thought, 
if  it  could  overcome  its  shady  image.  His 
plan  was  simple:  Give  customers  self- 
esteem.  Make  sure  things  look  nice  and 
the  employees  are  friendly  and  fair,  so 
people  won't  have  to  feel  Uke  they  have 
to  slink  into  a  pawn  shop.  Daugherty 
poured  money  {""to  advertising,  public 
relations,  and  charity  drives,  and  soon 
found  his  Cash  America  chain  of  pawn 
shops  on  Inc.  magazine's  list  of  the 
nation's  fastest  growing  companies. 

Cash  America  is  now  traded  on  the 
New  York  Stock  Exchange.  Its  symbol: 
"PWN."  It's  the  largest  of  four  publicly 
traded  pawn  chains  based  in  Texas.  All 
but  a  handful  of  its  245  pawn  shops  are 
located  in  the  South.  Last  year,  Cash 
America  reported  nearly  $  1 3  million  in 
profits  on  $  1 86  million  in  revenues. 

With  profits  high,  the  rest  of  Corpo- 
rate America  is  now  rushing  to  cash  in  on 
fringe  banking.  A  five-bank  syndicate 
led  by  NationsBank  Texas  recently  ex- 
tended a  $  1 25  milUon  line  of  credit  to 
help  Cash  America  expand.  Western 
Union  and  American  Express  are  diving 
into  the  check-cashing  business,  which 
collected  about  $790  million  in  fees  in 
1990. 

But  despite  their  image-polishing  and 
new  corporate  look,  there  is  one  thing 
about  the  business  that  Cash  America 
and  other  fringe-bank  conglomerates 
have  not  tried  to  change:  the  prices.  The 
average  loan  rate  at  Cash  American  hov- 
ers over  200  percent.  Indeed,  the  chain 
makes  no  attempt  to  undercut  the  compe- 
tition, charging  the  highest  finance  fees 
allowed  wherever  its  stores  are  located. 

"The  reason  for  that,"  Daugherty 


explains,  "is  we  don't  want  to  alienate  the 
industry."  If  his  prices  were  unfair,  he 
adds,  his  customers  would  go  elsewhere. 

But  many  don't  have  much  of  a 
choice.  When  Pacquin  Davis,  a  public- 
housing  resident  in  Atlanta,  decided  she 
wanted  to  break  away  from  piKvn  shops 
and  check  cashers,  she  had  to  try  three 
different  banks  before  she  found  one  that 
was  willing  to  give  her  a  checking  ac- 
count. The  fu^t  two  she  visited.  Firs' 


American  and  Georgia  Federal,  turned 
her  away  because  a  furniture  store  had 
left  a  bad  mark  on  her  credit  history. 
Georgia  Federal  refused  to  even  allow 
her  to  open  a  savings  account,  she  says. 

Her  Legal  Aid  attorney.  Dennis 
Goldstein,  says  at  least  a  dozen  of  his 
clients  have  been  Wmed  down  for  sav- 
ings accounts  at  Atlanta  banks  because 
they  have  bad  credit.  That  makes  no 
sense,  he  says,  because  there's  no  chance 


BANKING  ON  DEBT 


As  the  United  Stat^  has  become 
the  latgest  debtor  nation  in  the  world 
over  trie  past  decade,  household  and 
business  debt  have  also  soared  to 
record  levels.  Consumer  credit  alone  is 
now  a  $4  trill  ton  business 

Tocash  In  on  the  detrt  frenzy  and 
evade  regulations  that  govern  the 
nation's  11,300  commercial  t>anks,  a 
diverse  rar^e  of  new  businesses  havu 
started  perfonnlr\g  banking  functions. 
The  result  has  been  the  rapid  rise  of  a 
"parallel"  financlsl  system.  Giant 
corporations  —  including  Forri .  General 
K'.otors,  General  ElectrK;,  Westing- 
house.  Sears,  and  American  Express  — 
all  have  huge  financial  service  busi- 
nesses that  are  not  subject  to  the 
same  federal  regulations  as  big  banks 
or  small-town  S&Ls. 

'^83  uniegulated  companies  are 
not  covered  by  federal  laws  that  require 
t>anks  to  disclose  financial  transac- 
tions, maintain  iiealthy  reserves,  limit 
Interstate  wheeling  and  dealing,  end 
racial  disctiml  lation  in  lending,  and 
sen,'9  the  needs  of  the  errtire  commu- 
nity, rich  and  poor  alike. 

Banks  have  cried  foul.  Ironically, 
however,  they  themselves  have  nur- 
tured the  growth  of  their  unregulated 
rivals  —  and  increased  their  own  finarh 
cial  risk  —  by  issuing  credit  lines  to 
finance  companies.  The  companies 
obtain  most  of  their  funds  tiy  Issuing 
comtnordal  paper — asortofshort- 
temtcsrporare  lOU.  Banks  support 
live  process  by  Issuing  huge  lines  of 
credit  to  back  up  the  debts,  or  by 
creatlrig  their  own  consumer-finance 
subskllaries. 

According  to  a  study  oooducted  for 
the  Economic  Policy  IristJtute,  e  Waah- 
ingtor^based  think  tariK,  bar*s  cur- 
rently guarantee  90  percent  —  $112 
bUUon — of  the  oommetciat  paper  sold 
by  the  IS  largest  finance  corvpanies. 
Westingiwuse,  fW  example,  draws  on  a 


$6  billion  line  of  credit  issued  by  49 
banks. 

This  leaves  the  banks  in  what  the 
study  calls  'a  classic  Catch-22  posi- 
tion.' If  the  finance  companies  prosper, 
they  will  lure  more  borrowers  away  from 
banks.  If  they  continue  to  run  into 
financial  trouble  —  as  several  have 
dor)e  in  the  past  year  —  the  banks  will 
inherit  the  risk. 

Taxpayers  and  communities  also 
suffer  the  consequences.  Since  the 
Federal  Reserve  System  backs  up  the 
banks,  taxpayers  will  ultimately  be 
expected  to  foot  the  bill  if  finance  com 
panics  default  on  the  money  they  have 
borrowed.  What's  more,  such  short- 
term  speculation  ties  up  billions  of 
dollars  In  paper-swapping  deals  — 
leaving  the  entire  economy  thirsting  for 
the  kind  of  productive  Investments  in 
people,  fac-tories,  research,  and  Infra- 
structure tf  lat  woukl  create  jobs  and 
pnxnote  stability. 

Banks  have  responded  by  lobbying 
for  less  regulation,  saying  they  want  to 
ise  free  to  compete  with  the  new  compa- 
nies. But  Tom  Schlesinger  and  Jane 
DArista.  the  authors  of  the  study  for  the 
Econo.Tik;  Policy  Institute,  argue  for  ttie 
opposite.  They  say  that  all  financial 
institutions  should  operate  under  bank- 
type  regulatk)ns.  They  propose  a  Rnan- 
ctai  Induct/y  Licensing  Act  that  would 
put  ail  financial  firms  operatir^wfth  the 
public's  money  and  taist  under  u  similar 
set  of  standards  for  soundness. 

"Since  soundness  regulation  clearty 
is  needed  for  banks,  it  should  be  ex- 
terKled  as  well  to  institutions  that  have 
assumed  many  of  the  ftinctions  of 
banks.'  they  write.  "In  an  increasir)gly 
integrated  marketplace,  slngle-industiy 
fixes  cannot  succeed.  It's  time  to  level 
the  financial  playing  fieW  by  raising — 
rwt  towering  —  starvjands  of  pniderwe 
and  puDlic  responsibility." 

—Erte  Bates 
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of  bounced  checks  with  savings. 

Snubbing  credit-damaged  customers 
is  one  more  way  banks  drive  the  poor 
away.  "They  just  put  that  fear  in  your 
heart,"  Davis  says.  "It  kinda  scares  you 
to  walk  in  that  door  " 


"DEAD  IN  THE  WATER" 

Customers  hke  Davis  who  get  turned 
down  for  bank  accounts  wind  up  paying 
more  for  access  to  their  own  money. 
John  Caskey,  a  Swarthmore  College 
economist  who  monitors  fringe  banks, 
estimates  that  a  bank-less  family  earn- 
ing $  16,500  spends  nearly  $300  a  year 
on  check  cashing  and  money  orders. 

Some  check  cashers  take  even  big- 
ger cuts.  La-St  year,  when  the  federal 
government  sent  checks  to  thousands  of 
poor  families  whose  children  had  been 
wrongly  denied  disability  benefits,  a  big 
chunk  of  the  settlement  went  directly 
into  the  hands  of  check  cashers. 

Delores  Hagler.  director  of  Social 
Security  in  New  Orleans,  says  one  par- 
ent reported  that  a  check  casher  charged 
her  50  percent  to  cash  a  $  1 6,000  gov- 
ernment check  —  an  $8,000  fee  —  be- 
cause she  didn't  have  an  ID.  Other  par- 
ents reported  paying  from  three  to  10 
percent  —  often  hundreds  of  dollars  — 
lo  cash  their  settlement  checks. 

Such  abuses  are  widespread.  In 
Florida  and  Texas,  dozens  of  check 


cashers  have  been  accused  of  loan- 
sharking.  In  Virginia,  the  attorney  gen- 
eral has  sued  five  check-cashing  compa 
nies  that  lend  customers  money  in  ex- 
change for  post-dated  checks.  In  a  typi- 
cal transaction,  a  check  casher  loans  a 
customer  $200  in  exchange 
for  a  $260  check  that  can  be 
cashed  on  the  customer's 
next  payday.  The  interest 
bite  on  these  brief  loans  can 
equal  annual  rates  of  2,000 
percent. 

Pawn  brokers  across  the 
South,  meanwhile,  have 
been  bilking  the  poor  by 
pawning  car  titles.  Custom- 
ers sign  over  their  title, 
pocket  a  loan, and  drive 
away.  If  they  can't  repay 
the  money,  the  pawn  broker 
gets  the  car.  Interest  rales 
can  reach  1,000  percent. 

One  66-year-old  cus- 
tomer in  Atlanta  pawned 
his  1979  Mercury  Cougar 
for  $300.  He  agreed  to  pay 
back  $545  over  12  weeks. 
When  he  fell  behind  toward  the  end,  the 
pawn  broker  tacked  on  late  charges  and 
threatened  to  put  him  in  jail.  So  he  went 
to  Legal  Aid  for  help.  His  attorney  found 
the  loan  contract  listed  the  annual  inter- 
est rate  at  24  percent,  even  though  the 
real  rate  was  550  percent. 


"These  people  exist  on  people  like  my- 
self who  are  stuck  and  broke,"  says  the 
man,  who  asked  not  to  be  identified.  "If  I 
haven't  got  a  car,  it  means  I'm  dead  in  the 
water.  So  they  knew  that  and  it  means  they 
can  charge  most  anything  they  want." 


One  66-year- 
old  customer  in 
Atlanta 
pawned  his 
1979  Mercury 
Cougar  for 
$300.  He 
agreed  to  pay 
back  $545 
over  12  weeks. 


Repo  Men 


As  the  number  of  people 
who  are  "stuck  and  broke" 
has  risen  over  the  past  de- 
cade, so  have  efforts  to  make 
money  off  them.  Jack 
Daugherty,  the  pawn  shop 
king,  estimates  the  "non- 
bank "  market  includes  60 
million  Americans.  So  far.  he 
says,  pawn  brokers  and  check 
cashers  have  tapped  only  10 
million  to  15  million  of  those. 

That  leaves  lots  of  room 
for  expansion  for  the  pawn 
industry  —  and  for  other 
businesses  that  serve  the 
bankless.  So  it  was  no  sur- 
prise when  Daugherty  and  his 
chief  financial  officer  at  Cash 
America  decided  to  open  a  chain  of  used- 
car  lots  for  people  who  couldn't  get  bank 
loans. 

Urcarco  opened  in  a  big  way.  In  1989,  it 
raised  $43  million  from  investors  across 
the  U.S.  and  Europe.  It  became  the  nation's 
first  publicly  traded  chain  of  used-car  lots. 


THEY  WON'T  GIVE  YOU  A  CHANCE' 


One  homeowner  who  testified 
tiefore  Congress  last  year  described 
how  a  major  bank  profits  from  shady 
home-repair  deals.  The  following  is 
excerpted  from  her  testimony  tiefore  the 
U.S.  Senate  Committee  on  Banking, 
Housing  and  Urban  Affairs. 

My  name  is  Annie  DIggs.  I  have 
lived  in  the  same  house  on  Blal<ley 
Street  In  Augusta,  Georgia  since  1936. 
On  January  17, 1  celebrated  my  78th 
birthday. 

I  was  bom  In  1915  in  Macon  and 
was  raised  In  Shady  Dale.  My  father  was 
bom  in  the  West  indies,  but  drowned  six 
months  tjefore  I  was  bom.  My  grandpar- 
ents were  born  as  slaves.  My  mother 
was  torced  to  worK  for  the  fair,  so  she 
left  me  to  be  raised  by  a  great  aunt,  who 
is  my  namesake,  Annie  Virginia 
Coleman.  The  Colemans  were  originally 
farmers  In  Georgia,  but  had  to  give  up 


fartning  after  the  trail  weevils  invaded. 

When  I  was  14  years  old,  I  manned  Will 
Diggs,  wtw  worked  as  a  fireman  for  the 
Georgia  railroad.  My  husband  and  I  was 
blessed  to  have  10  children. 

After  I  became  a  widow  in  '46, 1  worked 
as  a  maid  at  University  Hospital,  a  clerk  at 
a  grocery  store,  and  I  worked  in  a  food 
processing  plant  known  as  Castieberry. 
For  the  last  27  years  of  my  working  life,  I 
was  employed  as  a  domestic  at  Elliott's 
Funeral  Home. 

I  stopped  working  In  1979.  Since  that 
time,  my  only  source  of  income  is  my  late 
husband's  railroad  retirement,  wtiich  Is 
now  $515  a  month.  I  also  receive  food 
stamps  worth  $60  per  month.  Frequently, 
I  have  to  go  without  food. 

In  1987,  my  home  needed  m^or 
repairs  due  to  a  leaky  roof.  1  went  to  a 
bank.  I  had  a  $343  balance  on  my  existing 
mortgage.  The  bank  turned  me  down. 

Later,  I  wes  contacted  by  a  woman 


working  for  a  local  loan  company.  She 
looked  at  my  house  and  contacted  a 
company  that  agreed  to  do  repairs  for 
$3,300. 

The  manager  of  the  loan  company  toW 
me  I  shoukl  pay  off  several  other  little  bills 
so  I  woukln't  have  nothing  to  pay  but  my 
loan  and  so  I  could  get  some  extra  money 
to  buy  a  washer  and  dryer,  too. 

They  never  told  me  the  rate  or  how  long 
the  loan  would  last. 

When  I  went  to  sign  the  papers  for  my 
loan,  I  was  asked  to  sign  a  stack  of  papers 
I  did  not  understand.  Instead  of  the 
$3,300  which  I  originally  needed,  I  ended 
with  a  note  to  Tower  Financial  for  $15,000 
at  an  interest  rate  of  18.9  percent.  My 
house  is  pledged  security.  Nly  monthly 
payments  are  $251  a  month,  almost  halt 
of  my  total  monthly  Income. 

I  was  charged  $2,595  in  fees.  My  loan 
documents  show  that  I  received  $4,328 
at  closing,  but  I  didn't  receive  that.  I  don't 
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Loan  rates  were  high  —  1 8  percent  to 
27  percent  —  but  the  company  promised 
low  down  payments  and  better-quality 
cars.  Its  TV  ads  parodied  its  competitors 
by  featuring  a  cowboy-fied  salesman 
named  "Bubba."  When  he  slapped  the 
hood  of  a  car,  its  fender  fell  off.  Urcarco 
sales  soon  hit  $38  million  a  year. 

Then  the  bottom  dropped  out.  So  many 
loans  were  going  into  default,  the 
company's  repossession  rate  hit  50  per- 
cent. Urcarco  lost  $24  million  in  three 
months!  Company  officials  blamed  over- 
expansion  and  the  recession. 

But  were  there  other  reasons  why  so 
many  people  were  having  trouble  paying? 
In  Houston,  a  class-action  lawsuit  accused 
the  company  of  slipping  hidden  finance 
charges  into  its  contracts  and  selling  credit 
insurance  at  illegal  rates  to  customers  with 
shaky  credit.  One  salesman  told  Forbes 
magazine  that  a  customer  needed  just  one 
thing  to  pa.ss  a  credit  check  at  Urcarco:  "a 
down  payment." 

"1  did  a  lot  of  deals  that  I  was  told,  "I 
don't  care  what  you  do,  but  make  it  look 
like  that  guy  can  afford  the  car.'"  a  former 
Urcarco  collector  told  the  Dallas  Morning 
News.  "They  try  to  act  totally  profes- 
sional, but  if  you  sit  behind  the  doors  at 
the  lot,  you  find  it's  not." 

A  company  spokesman  denied  any 
wrongdoing.  In  the  end,  however,  Urcarco 
settled  the  class-action  suit  for  $  1 00,000. 
Late  last  year,  the  company  sold  off  its 


inventory,  changed  its  name  to  Ameri- 
Credit,  and  shifted  to  the  consumer-loan 
business. 

Michael  O'Connor,  a  Houston  con- 
sumer attorney  who  won  the  settlement 
from  Urcarco.  says  he's  seen  lenders  all 
over  Texas  tacking  on  extra  charges  — 
especially  for  customers  who  have  been 
denied  bank  credit  and  have  to  rely  on 
"second-chance"  financing.  "That's 
when  they  turn  the  screws  up,"  says 
O'Connor. 

In  Tampa,  Florida,  one  of  the  nation's 
largest  car  dealers  ran  newspaper  ads 
urging  people  with  bad  credit  to  call  and 
ask  for  "Betty  Moses,"  a  made-up  name. 
Royal  Buick  and  a  loan  officer  at  Florida 
National  Bank  then  falsified  paperwork 
to  secure  loans  from  the  bank.  Many 
buyers  defaulted  within  weeks,  losing 
their  cars  and  their  down  payments.  The 
banker  and  more  than  20  Royal  Buick 
employees  were  convicted  of  fraud. 

INSURANCE  RIP-OFFS 

Perhaps  the  most  lucrative  way  that 
car  dealers  and  lenders  cheat  customers 
is  by  selling  credit  insurance.  Studies  by 
the  Consumer  Federation  of  America 
and  the  National  Insurance  Consumers 
Organization  show  that  borrowers  are 
overcharged  between  $500  million  and 


SI  billion  a  year  on  credit  insurance. 

Credit  insurance  is  supposed  to  pay 
off  a  loan  if  the  borrower  becomes  sick, 
dies,  or  loses  the  items  put  up  for  col- 
lateral. But  consumer  advocates  say 
it's  overpriced  and  usually  worthless, 
since  borrowers  rarely  collect  on  their 
claims. 

The  law  says  borrowers  cannot  be 
forced  to  buy  credit  insurance.  But  the 
commissions  that  lenders  earn  from 
selling  it  are  so  generous,  it's  hard  to 
resist  sneaking  it  into  a  loan. 

ClayDesta  National  —  a  Texas 
bank  controlled  by  Clayton  Williams, 
the  unsuccessful  Republican  candidate 
for  governor  in  1 990  —  has  admitted  it 
broke  the  law  by  forcing  low-income, 
black,  and  Hispanic  car  buyers  lo  buy 
credit  insurance.  The  bank  came  up 
with  SI. 3  million  to  repay  the  victims. 

A  prosecutor  said  the  scheme  tar- 
geted people  who  had  been  denied  auto 
loans,  because  it  was  easier  to  get  them 
to  "take  it  or  leave  it."  ClayDesta  had 
been  losing  money  since  the  mid-1980s 
and  was  ranked  as  one  of  the  worst 
banks  in  the  nation.  But  the  Illegal  in- 
surance sales  brought  in  $500.(XX)  a 
year  and  helped  put  the  bank  in  the 
black. 

A  former  loan  broker  said  in  a 
sworn  statement  that  he  had  warned 
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ClayDesla's  consumer  lending  chief  it 
was  illegal  to  force  borrowers  to  buy 
insurance. 

The  banker's  only  response,  he  said, 
was  a  smile. 

Bankers  aren't  the  only  ones  smiling 
about  credit  insurance.  Finance  compa- 
nies make  much  of  their  money  from 
such  deals,  often  by  refinancing  loans  for 
the  same  borrowers  over 
and  over  so  they  can 
collect  new  fees  and 
more  commissions.  A 
national  survey  by  First 
National  Bank  of  Chi- 
cago found  that  two- 
thirds  of  fmance  com- 
pany loans  are  made  to 
existing  customers,  ei- 
ther through  refinancings 
or  add-ons  to  earlier 
loans. 

What  do  consumers 
get  in  return?  Not  much. 
While  other  types  of 
insurance  typically  pay 
70  cents  in  claims  for 
every  dollar  collected  in 
premiums,  credit  insur- 
ers pay  an  average  of 
only  42  cents.  In  1 99 1 ,  the  credit  insur- 
ance subsidiary  of  ITT  Financial  Ser- 
vices paid  only  29  cents  on  the  dollar. 
That  same  year,  one  Georgia  company. 
First  Franklin  Financial,  sold  $10  million 


While  other  types 
of  insurance  typi- 
caliy  pay  70  cents 
in  claims  for  every 
dollar  collected  in 
premiums,  credit 
insurers  pay  an 
average  of  only 
42  cents. 


worth  of  credit  insurance  —  and  paid  out 
just  8.5  cents  on  the  dollar. 

All  this  adds  up  to  incredible  profits 
for  lenders.  In  1991,  the  small-loan  sub- 
sidiary of  Fleet  Finance  in  Georgia 
pulled  in  $6.7  million  and  posted  a  profit 
margin  of  75  percent,  thanks  mostly  to 
credit  insurance.  ITT's  Georgia  subsid- 
iary did  even  better  —  taking  in  $9.7 

million  with  a  profit  mar- 
gin of  82  percent. 

Last  year  the  Georgia 
insurance  commission 
fined  Reel  $325,000  for 
overcharging  borrowers 
for  credit  insurance. 
Court  documents  and 
statements  by  borrowers 
across  the  nation  also 
show  thai  ITT  has  ag- 
gressively packed  credit 
insurance  onto  consumer 
loans  —  despite  repeated 
warnings  from  state  regu- 
lators that  it  was  breaking 
the  law. 

Insurance  abuses  and 
other  questionable  prac- 
tices push  many  borrow- 
ers into  debt  they  cannot 
escape.  By  1990.  ITT  had  100,000  cus- 
tomers in  bankruptcy  —  about  a  tenth  of 
the  annual  number  of  personal  bankrupt- 
cies in  the  entire  nation.  The  company 
also  found  itself  facing  a  tidal  wave  of 


ON  ADVICE  OF  COUNSEL 


It's  an  old  pitch:  Escape  the  frigid 
NoWwast  and  come  to  the  Florida  sun. 
Oranges  right  from  the  tree.  Easy  Financ- 
ing. Own  your  dream  home  at  bargain 
prices. 

.    The  homes-ln-florida  hustle  has  been 
around  for  decades.  But  during  the 
1980s,  one  of  the  state's  biggest  devel- 
opers found  a  new  way  to  profit  from  an 
eld  scam:  tricking  disadvantaged  buyers 
Into  taWng  out  loans  that  were  some- 
times double  the  actual  value  of  the 
ttotnes. 

Prosecutors  say  Ger^ral  Develop- 
mwTt  Corporation  used  slick  salesman- 
ship to  lure  more  than  100,000  unso- 
ptUsUcated  buyers  of  noodest  means  — 
most  of  them  miootlties  and  recent 
Immttcants — and  then  rigged  appraisals 
to  o^^eretate  th«  vahie  of  the  properties  by 
M  rrux*  as  100  percent  The  company 
provWed  financing  through  a  subsidiary, 
end  then  soM  the  frau<14nflated  loans  on 


the  "secondary  market*  to  banks  and 
S&Ls. 

GDC  was  no  fly^y^ight  operation.  Its 
boanj  included  suc^>  powerful  figures  as 
ex-Govemor  ReutMn  Askew  and  Howard 
Clark  Jr.,  fonner  chief  financial  officer  for 
American  Express. 

Banks  arxl  corporate  offtaials  weren't 
ttie  only  ones  to  profit  from  the  fraud. 
Cravath,  Swairw  &  Moore,  one  of  the 
most  respected  and  richest  law  flnms  In 
the  natk>n,  reviewed  every  step  of  the 
home  sales  program  and  advised  GDC 
on  sales  tactics.  In  1989,  Cravath  took 
$5  million  In  fees  from  the  developer. 

In  August  1992  a  federal  jury  in 
Miami  convicted  four  top  company 
exectitlves  —  Including  fomter  Cravath 
^soctate  arx)  QOC  t)oafd  chairman 
David  Brown  —  of  conspiracy  for  their 
roles  In  ttie  scheme. 

—  Rtta  Henley  Jensen 
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lawsuits  in  Florida,  Alabama,  and  other 
states.  It  settled  a  class-action  suit  in  Min- 
nesota for  nearly  $49  million  and  an  attor- 
ney general's  probe  in  California  for  $30 
million. 

Deborah  James  is  one  of  hundreds  of 
borrowers  in  the  Florida  case.  She  paid  as 
much  as  $895  for  insurance  on  a  single 
loan.  On  her  first  few  loans,  James  says. 
ITT  added  in  credit  insurance  without 
asking  whether  she  needed  it.  She  didn't. 
She  already  had  all  the  insurance  she 
needed  through  her  job  at  Sears. 

As  ITT  came  under  fire  across  the 
nation  over  its  insurance  sales,  it  began 
tape-recording  its  loan  closings.  Tran- 
scripts of  James'  last  two  closings  show 
that  ITT  did  tell  her  insurance  was  op- 
tional on  those  loans.  By  then.  James 
says.  It  seemed  to  be  a  regular  part  of  the 
loan.  She  thought  it  was  for  her  own 
good. 

But  when  she  tried  to  make  a  claim  for 
jewelry  and  a  TV  that  had  been  stolen 
from  her  home,  the  insurance  company 
said  no.  The  same  thing  happened  when 
she  made  claims  for  medical  complica- 
tions after  two  pregnancies. 

Kristie  Greve,  a  spokeswoman  for 
FTT,  denies  charges  that  the  company  has 
systematically  cheated  borrowers.  "To 
have  a  few  people  stand  up  and  say  things 
like  that ...  I  think  that's  a  real  slap  in  the 
face." 

Swimming  in  $600  million  in  red  ink, 
ITT  announced  earlier  this  year  that  it  was 
selling  its  portfolio  of  consumer  loans  as 
part  of  a  "strategic  refocus."  It  plans  to 
concentrate  on  second- mortgages  —  an 
area  where  it  is  also  facing  lawsuits  in 
several  states. 

RENTING  THE  DREAIVI 

Global  conglomerates,  intent  on  creat- 
ing new  markets  beyond  paper  loans. 
have  taken  to  peddling  dinette  sets  and 
color  TVs  to  the  poor.  Thorn  EMI,  a  re- 
cording and  electronics  company  based  in 
Ihe  United  Kingdom,  pocketed  $443  mil- 
lion in  profits  last  year  thanks  to  assets 
like  music  superstars  Garth  Brooks  and 
Tina  Turner.  In  1 987,  it  jumped  into  a 
whole  new  venture,  buying  the  Rent-A- 
( "enter  chain  for  $594  million.  Since  then, 
I'hom  has  expanded  its  empire  to  1 ,200 
siores  nationwide  and  now  controls  one- 
iourth  of  the  nation's  renl-to-own  market. 

Why  is  the  business  booming?  A  trip 
lo  a  Rent-A-Center  in  Roanoke,  Virginia 
jzives  a  hint:  There  you  can  buy  metal 
hunk  beds  for  $  1 6.99  a  week  for  78  weeks 
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—  a  total  of  $  1 ,325 .  Across  town  at 
Sears,  a  comparable  bed  set  can  be  had 
on  sale  for  $405. 

That,  in  essence,  is  the  story  of  rent- 
to-own:  selling  on  time  at  markups  that 
are  astounding.  Three  million  customers 
a  year  pay  the  price.  Nearly  60  percent  of 
Rent-A-Center  customers  earn  less  than 
$20,000  a  year.  Just  four  percent  earn 
$45,000  or  more. 

The  rent-to-own  business  got  its  start 
in  the  1960s  as  a  way  to  skirt  new  laws 
designed  to  limit  interest  rates  that  inner- 
city  merchants  were  charging  customers 
who  bought  on  credit  By  redefining 
such  transactions  as  rentals  with  "the 
option  to  buy,"  rent-to-own  dealers  are 
free  to  charge  interest  rates  of  100, 200, 
even  300  percent  a  year. 

Rent-to-own  dealers  say  their  prices 
are  higher  because  their  repair  costs  are 
high,  and  because  customers  can  retiun 
items  at  any  time  with  no  penalty.  Bill 
Keese,  a  former  Texas  state  legislator 
who  leads  the  industry's  trade  associa- 
tion, says  rent-to-own  helps  people  who 
have  been  shunned  by  banks  and  depart- 


ment stores.  "Our  customers  have  as 
much  right  to  the  American  Dream  as 
anyone  else,"  Keese  says. 

But  behind  the  red-white-and-blue 
sales  pitch  is  an  industry  that  cannot 
break  away  firom  the  crude  habits  of  the 
old-time  ghetto  merchants  it  has  re- 
placed. Legal  Aid  attorneys  say  many 
rent-to-own  dealers  still  sell  used  goods 
as  new,  break  into  homes  to  repossess 
merchandise,  charge  unfair  insurance 
and  late  fees,  and  threaten  late-paying 
customers  with  criminal  charges.  A  West 
Virginia  rent-to-own  company  paid  cash 
settlements  last  year  to  four  customers 
jailed  on  bogus  theft  charges  sworn  out 
by  the  dealer. 

Several  Soudiem  states  have  laws 
that  make  "failure  to  return  rental  mer- 
chandise" a  crime.  Rent-to-own  stores 
frequently  use  these  statutes  —  aimed  at 
people  who  steal  rented  cars  or  video 
tapes  —  as  a  powerful  collection  tool. 

Donna  Smalley,  an  attorney  and  law- 
professor  in  Alabama  who  represents  the 
rent-to-own  industry,  says 
many  people  who  work  in 


THE  DEBT  MASSACflE 
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^.         right  away. 


the  business  simply  don't  understand 
that  it's  not  a  crime  to  owe  money.  "You 
would  be  amazed  at  how  many  manag- 
ers I  have  who  say:  'I  can't  wait  to  pick 
that  sucker  up  and  put  him  in  jail.'" 

COLLECTORS  AND 
PALLBEARERS 

That  sort  of  attitude  is  common 
among  businesses  that  profit  from  the 
poor.  Whether  renting  furniture  to  low- 
income  consumers  or  getting  debt-rid- 
den homeowners  to  pay  a  second  mort- 
gage, many  lenders  use  take-no-prison- 
ers collection  tactics  to  squeeze  pay- 
ments out  of  financially  strapped  cus- 
tomers. 

Deborah  James  says  ITT  telephoned 
her  at  work  so  often  she  was  afraid  she 
was  going  to  lose  her  job.  An  ITT  office 
file  on  James  dated  June  16. 1988  con- 
tains a  brief  notation:  "Pull  File  —  Call 
all  relatives.  Ph  POE  [Phone  place  of 
employment]  &  get  dept  she  work  in  — 
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Call  at  home  late  at  night." 

Although  she  had  no 
money  in  the  bank.  James 
says,  company  agents  asked 
her  to  write  post-dated 
checks  that  they  could  cash 
as  soon  as  she  got  her  hands 
on  any  money.  "1  told  them  I 
did  not  do  that."  James  says. 
"But  sometimes  I'd  do  it  just 
to  get  them  off  my  back.  I 
said:  OK.  I'll  do  that  and 
they'll  leave  me  alone  —  'til 
the  next  time." 

Consumer  attorneys  and 
government  regulators  in 
several  states  say  ITT  has 
routinely  harassed  borrowers 
who  have  fallen  behind.  Last  year  the 
company  paid  $1 .3  million  to  settle 
charges  of  collection  abuses  in  Wiscon- 
sin. 

Many  creditors  hire  bill  collectors  to 
put  the  squeeze  on  debtors,  and  consumer 
advocates  say  collectors  routinely  use 
psychological  torture  to  terrorize  people. 

Payco  American  Corp.  —  one  of  the 
biggest  debt  collectors  in  the  nation  — 
goes  after  $3  billion  in  debts  each  year.  In 
August,  federal  officials  accused  the 


"It's  not  local 
slum  lords  that 
are  doing  the  dam- 
age, it's  corpora- 
tions that  are  un- 
accountable, mys- 
terious —  and 
somewhere  elSiL,*." 


publically  traded  com- 
pany of  threatening 
debtors  with  jail,  mis- 
representing collectors 
as  attorneys,  using  ob- 
scene language,  and 
other  illegal  tactics. 

CarletonFishofthe 
American  Collectors 
Association  says  re- 
ports of  serious  wrong- 
doing are  "aberrations." 
But  government  regula- 
tors report  a  growing 
number  of  protests 
about  collection 
hassles.  Complaints  to 
the  Federal  Trade  Com- 
mission about  collec- 
tion agencies  have  doubled  since  1 990 
—  to  2,000  a  year.  The  FTC  gets  another 
1 ,000  complaints  a  year  about  lenders 
who  do  their  own  collecting. 

Many  more  abuses  go  unreported 
because  victims  are  afraid  to  complain. 
A  study  by  the  Wisconsin  attorney  gen- 
eral estimates  that  only  one  in  100  people 
harassed  by  bill  collectors  ever  complain 
to  authorities. 

The  FTC  has  gone  after  individual 


THE  GREAT  MOBILE  HOME  RIP-OFF 


For  many  Southerners  with  modest 
incomes,  mobile  homes  have  long 
afforded  the  best  hope  of  having  a 
pMace  of  their  own.  'Manufactured 
homes'  are  the  fastest  growing  form  of 
housing  in  the  nation  —  with  sales 
jumping  60  percent  during  the  1980s 
and  23  percent  last  year  alone.  The  $6 
billiorva-year  industry  also  holds  an- 
other distinction:  It's  t>een  hddled  with 
inore  fraud  in  recent  years  than  just 
about  any  other  business  in  America. 

In  the  mid-1980s,  manufacturers 
representing  more  than  half  the  mobile- 
home  market  were  indicted  for  padding 
factory  invoices  in  order  to  inflate 
profits  they  earned  through  loan  pro- 
grams run  by  federal  housing  and 
veterans  agencies.  Investigators  said 
the  scheme  gouged  more  than  $100 
million  from  low-  and  moderate-income 
bonowers.  Veterans  officials  estimated 
manufacturers  padded  invoices  on  at 
least  80  percem  of  the  295,000  mobile 
honoes  shipped  in  1984. 

Such  corruption  was  widespread. 
"I'm  glad  everytxxJy  else  has  been  told 
to  stop,'  said  former  Rrst  Brottier  Billy 
Carter,  a  top  executive  with  Scott 


Housing  Systems  in  Waycross,  Geor- 
gia. 'It  would  have  been  hard  to  stop  if 
everybody  else  hadn't  stopped. "  Scott 
paid  a  $50,000  fine. 

Many  who  were  cheated  were 
unable  to  repay  their  federally  guararv 
teed  loans.  In  1990,  federal  officials 
estimated  that  veteran  and  housing 
programs  had  lost  more  than  $650 
million  on  bad  mobile-home  loans. 
Federal  investigators  urged  —  without 
success  —  that  the  loan  programs  be 
scrapped  because  of  widespread 
mismanagement  and  fraud. 

Michael  Calhoun,  a  Durham,  North 
Carolina  attorney  who  has  represented 
more  than  5,000  mobile  home  owners, 
says  new  buyers  often  pay  interest 
rates  of  14  percent,  and  many  earlier 
buyers  are  still  locKed  into  through-the- 
celllng  rates  from  the  1980s.  Mobile 
homes  drop  so  quickly  in  value, 
Calhoun  adds,  that  it's  almost  impos- 
sible to  refinance  and  get  lower  interest 
rates. 

"I've  got  people  paying  over  20 
percent  on  a  15-year  mobile-home 
loan,'  Calhoun  says,  'and  they're  still 
paying  it  today.' 


collectors,  but  state  and  federal  agencies 
have  yet  to  tackle  the  industry  in  a  system- 
atic way.  Lone  consumers  often  feel  they 
have  nowhere  to  turn. 

Carver  Jones  was  living  the  American 
Dream:  a  home  in  an  exclusive  neighbor- 
hood in  Houston,  two  BMWs,  a  generous 
line  of  credit.  Then  he  hurt  his  back  in  a  car 
wreck  and  lost  his  job. 

His  creditors  sicced  a  New  York-based 
collection  agency  on  him.  "They  yelled 
and  screamed  at  me,"  Jones  says.  "It  was 
unbelievable."  The  calls  were  so  vicious 
he  thought  about  killing  himself.  "I 
pounded  on  my  bed,  cried,  got  a  pistol  out, 
made  a  list  of  pallbearers." 

When  Jones  complained  to  the  New 
York  attorney  general,  however,  he  was 
told  the  state  could  take  no  action  "because 
your  complaint  basically  involves  a  dis- 
agreement between  you  and  the  merchant 
regarding  what  (Kcurred." 

THE  COMPANY  STORE 

The  modem  poverty  industry  exercises 
awesome  power  over  the  lives  of  working- 
class  and  minority  borrowers.  It  may  not 
control  the  poor  as  completely  as  the  com- 
pany store  once  dominated  coal  miners,  or 
wealthy  planters  tyrannized  sharecroppers. 
But  the  principle  is  the  same:  The  com- 
pany makes  money  while  those  who  work 
for  a  living  sink  deeper  and  deeper  in  debt. 

Activists  agree  that  fighting  big  busi- 
nesses that  profit  from  the  cycle  of  debt 
will  take  intense  research  and  organizing. 
"It's  not  local  slum  lords  that  are  doing  the 
damage,"  explains  Marty  Leary,  research 
director  of  Union  Neighborhood  Assis- 
tance Corp.  "It's  corporations  that  are 
unaccountable,  mysterious  —  and  some- 
where else." 

And  growing  bigger  every  day.  Many 
now  reach  across  the  nation  —  and  around 
the  globe.  Jack  Daugherty  of  Cash 
America  intends  to  use  Wall  Street  re- 
spectability and  bank  financing  to  expand 
his  Southern  pawn  empire  to  every  state  in 
the  union.  Beyond  that,  he  dreams  of  add- 
ing more  international  holdings  to  the  27 
pawn  shops  his  company  already  owns  in 
Great  Britain. 

"We're  looking  at  Europe."  Daugherty 
says,  his  voice  rising  with  excitement. 
"Canada.  Australia.  New  Zealand. 
Russia.  South  Africa.  It's  the  world  — 
worldwide."  □ 

Eric  Rarer,  an  associate  with  the  Center  for 
Investigative  Reporting,  provided  research 
assistance. 
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'A  BRUTAL  BUNCH' 


Richard  Bell  worked  as  a  Ml  collec- 
tor in  Texas  for  over  a  decade  t>eforc 
quitting  to  Become  a  consumer  adxy 
cale  In  tft/s  excerpt  fr, .,"  n  ■,  :,'<rimony 
before  the  House  Si. .  on 

Consumer  Affairs, 'T.  lowr/ie 

indust/y  operates. 

One  day  at  work.  I  was  doing  the 
usual,  making  phone  calls  and  scieam 
ing  at  the  mother  of  a  person  who  owed 
money  to  my  client  After  1  repeat 
eoiy  slammed  the  pnone  on  my 
desk.  I  looked  up  and  saw  my  18       ■»    ' 
month  Old  son  stantig  at  me  I 
had  brought  hihi  to  my  office,  and 
'-'  •    •  ••■'■■;<  at  what  he  saw 
ij.  I  will  never 

of  terror  on  his 

.  son  wouldn't  taSk  to  me 
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Kathy  Waibert  pawned  her  weodino  ring  for  groceries  after  an  Atlanta  trade  school  left  her  broke  and  jobless. 
'I  WISH  I  never  went  to  the  school,"  she  says.  "It  reauy  messed  up  my  ufe." 
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E3  Sl)c'cuil  Section 


"THE  PERFECT 
JOB  FOR  YOU" 


By  Barry  Yeoman 


Banks  make  billions  loaning  students  money  for 
trade  schools  —  even  when  the  schools  turn 
out  to  be  a  scam. 


uanita  Shorter  looked  on  as 
her  classmates  plunged  used, 
contaminated  needles  into 
each  other's  arms.  Their  teacher  stood  by 
silently. 

Shorter  had  come  to  Connecticut 
Academy,  a  private  trade  school  in 
downtown  Atlanta,  to  train  as  a  medical 
assistant.  The  school's  recruiter  had 
promised  her  a  free,  government-funded 
education  that  would  prepare  her  to  work 
in  a  hospital  or  doctor's  office. 

Instead,  she  found  a  school  where 
needle-sharing  was  common  and  waste 
disposal  was  cavalier  at  best.  "We  was 
fooling  around  with  needles,  blood."  she 
says.  "We  could  throw  the  blood  in  the 
garbage  cans.  We  could  discard  urine 
anywhere.  1  wouldn't  let  them  inject  me 
with  the  same  needle,  though.  I  knew 
that  needle  was  contaminated." 

Despite  her  revulsion.  Shorter  stuck 
with  the  seven-month  program.  The 
school,  after  all,  was  accredited.  And 
with  the  prospect  of  a  good  job  to  sup- 
port her  two  children.  "I  wasn't  ready  to 
give  up."  So  she  sat  up  nights  in  her 
trailer  memorizing  medical  terms  until 
she  cried.  She  bought  colored  markers 
and  wrote  the  words  over  and  over  until 


she  learned  them.  She  even  brought 
home  clean  needles  to  practice  on  her 
boyfriend. 

It  wasn't  until  she  graduated  that 
Shorter  realized  the  training  was  useless. 
No  hospital  would  hire  graduates  with 
Connecticut  Academy  diplomas.  One 
doctor  "told  me  he  could  not  hire  me 
with  that,"  she  recalls.  "He  said  they'd 
throw  him  a  malpractice  suit  quick." 

During  the  past  decade,  thousands  of 
poor  and  working-class  Southerners  like 
Shorter  have  been  defrauded  by  private 
trade  schools  that  lure  them  with  prom- 
ises of  jobs  —  and  then  saddle  them  with 
big  debts.  In  the  prcx:ess.  the  schools 
function  as  cash  machines  for  big  banks, 
enabling  them  to  pocket  billions  of  dol- 
lars in  student  loans  guaranteed  by  the 
federal  government. 

Less  than  a  month  after  Shorter 
graduated,  a  woman  from  First  Ameri- 
can Savings  called  her  and  ordered  her  to 
begin  repaying  more  than  $5,000  in  sw- 
dent  loans.  "What  loan?"  Shorter  re- 
plied. "I  didn't  make  a  loan.  I  filed  for  a 
grant." 

The  bank  said  otherwise.  Without 
telling  her  what  she  was  signing.  Shorter 
learned,  Connecticut  Academy  had 


tricked  her  into  applying  for  a  student  loan. 

Before  long,  the  lender  turned  her  ac- 
count over  to  a  collection  agency,  which 
called  her  four  or  five  times  a  day,  some- 
times as  late  as  1 1 :30  p.m.,  threatening  to 
sue.  Living  on  food  stamps  and  $235  a 
month  in  federal  aid.  Shorter  couldn't 
repay.  The  collection  agent  persisted.  "She 
would  ask  me,  do  1  have  a  car,  do  1  own  my 
house,  how  much  furniture  did  I  have?" 

Shorter  continues  to  look  for  work, 
without  success.  'To  be  honest,  my  future 
is  at  a  standstill."  she  says.  "I  wanted  to 
show  my  kids  that  you  can  always  better 
yourself.  But  you  look  at  my  situation. 
What  I'm  showing  them  is:  Yoiu'  mama 
went  out  there  and  did  the  stupidest  thing 
in  her  life.  She  listened  to  someone  who 
was  supposed  to  be  trustworthy.  She 
worked  hard  to  get  a  diploma,  and  she 
can't  even  stick  it  up  on  the  wall  because  it 
makes  her  so  mad,  because  it's  no  good 
whatsoever." 

HOLE  IN  THE  WALL 

With  public  job  training  programs 
slashed  and  jobs  hard  to  come  by.  private 
trade  schools  have  become  a  big  business. 
As  of  1990.  the  last  year  for  which  the  U.S. 
Department  of  Education  has  figures, 
more  than  4.500  accredited  for-profit  trade 
schools  enrolled  1 .4  million  students.  The 
schools  promised  them  careers  as  beauti- 
cians, bookkeepers,  medical  assistants, 
computer  operators,  truck  drivers,  secre- 
taries, and  security  guards. 

The  schools  take  credit  for  training  an 
entire  class  of  workers.  "If  these  schools 
were  to  come  to  a  halt,  so  would  America," 
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says  Stephen  Blair,  president  of  the  Ca- 
reer College  Association,  an  industry 
trade  group. 

Whatever  their  value,  the  schools 
have  flourished  on  government  hand- 
outs: More  than  80  percent  of  their  stu- 
dents get  federal  grants  or  guaranteed 
loans.  In  fact,  trade  schools  collect  al- 


and a  guaranteed  job,  students  come  to 
the  school,  take  a  token  admissions  test, 
and  sign  some  financial  aid  forms.  It  is 
only  when  they  get  to  class  that  they 
realize  it's  a  sham. 

In  Miami,  a  respiratory-therapy 
school  was  equipped  with  broken  ma- 
chines; students  had  to  enter  through  a 

Pholo  fry  M.J.  Sharp/The 


RUTLEDGE  COIXEQE  LURED  TiLTON  THOMPSON  WITH  THE  PROMISE  OF  A  GUARANTEED  JOB 
AND  THEN  BOARDED  UP  ITS  DOORS. 


most  20  percent  of  all  federal  student 
loans  —  some  $2.5  billion  in  1 99 1  alone. 

Some  trade  schools  do  offer  solid 
training  and  good  job  prospects.  But 
many  have  used  shady  salesmanship  and 
outright  fraud  to  exploit  the  dreams  of 
the  poor. 

The  trade  school  swindle  is  relatively 
simple.  Across  the  South,  hundreds  of 
schools  advertise  on  daytime  television, 
and  their  recruiters  comb  poor  neighbor- 
hoods and  welfare  lines  looking  for  new 
students. 

"Do  you  love  money  —  the  feel  of  it, 
the  smell  of  it,  the  way  it  sounds  when 
you  crunch  it  up?"  asks  one  TV  commer- 
cial. "If  green  is  your  favorite  color,  we 
have  a  perfect  job  for  you.  Become  a 
bank  teller  and  gel  paid  lo  work  with 
money...  .  You'll  be  rolling  in  the  dough 
before  you  know  ii." 

Lured  by  promises  of  a  free  education 


hole  in  the  wall  of  an  X-rated  tape  store. 
In  Albany,  Georgia,  a  school  charged 
more  than  $4,000  to  train  students  as 
low-wage  nursing-home  aides  —  while  a 
nearby  public  school  offered  the  same 
course  for  $20.  In  Florida,  a  chain  of 
schools  for  travel  agents  spent  more  than 
half  its  budget  on  recruiters  —  and  less 
than  two  percent  on  teachers  and  class- 
room materials. 

Confronted  by  such  scams,  some 
students  drop  out.  Others  graduate,  only 
to  discover  that  their  school  has  no  job 
placement  service.  Many  arc  hounded  by 
banks  and  collection  agencies  to  repay 
their  student  loans.  They  cannot  get  a  job 
because  their  diplomas  are  worthless; 
they  cannot  go  back  lo  school  because 
they  have  defaulted  on  one  student  loan 
and  can't  get  another.  The  disasters  start 
spiral  ing. 

When  Kathy  Walbert  graduated  from 


Connecticut  Academy  and  found  herself 
unemployable,  she  and  her  disabled  hus- 
band needed  money  to  eat.  But  with  their 
wrecked  credit,  they  couldn't  take  out  a 
loan  against  the  modest  house  they  own 
in  East  Atlanta.  So  Walbert  hocked  her 
wedding  ring  and  a  pistol  at  a  pawn  shop, 
and  now  she  pays  $12.50  a  month  —  at 
150  percent  annua!  interest  — 
indrprmieni      to  keep  them  from  being  sold. 
_  "We  don '  t  even  have 

^     money  to  buy  groceries  with. 
We  can't  even  afford  nitty- 
gritty.  We've  got  $3  in  the 
bank,"  says  Walbert.  "I'll  tell 
you  the  truth:  1  wish  I  never 
went  to  the  school.  It  really 
messed  up  my  life." 

Phil  Mebane  attended  a 
training  session  the  school 
held  for  its  recruiters.  In  an 
affidavit,  Mebane  said  the 
director  of  admissions  "made 
it  clear  that  the  school's  sole 
purpose  was  to  make  money 
by  obtaining  federal  financial 
aid  funds.  It  appeared  that  the 
school's  teachers  were  em- 
ployed simply  to  keep  the 
students  entertained  so  that 
they  would  stay  in  school  for 
at  least  six  days  —  until  the 
student  loan  check  came  in." 
According  to  Mebane,  the 
admissions  officer  "said  that 
the  school  did  not  care  if  the 
—  students  learned  anything." 

Michael  Sykes,  the  director 
of  the  now-defunct  Connecti- 
cut Academy,  insists  that  he 
ran  a  legitimate  school.  The  teachers,  he 
said  in  a  court  deposition,  "were  dedi- 
cated to  what  they  did  and  had  back- 
grounds important  to  the  fields." 

Sykes  acknowledges  that  health  in- 
spectors had  cited  the  school  for  unster- 
ile  conditions  and  improper  handling  of 
medical  waste.  "It's  possible,"  he  said, 
"that  someone  got  a  little  lax." 


THE  TRUCK  MAN 

Trade  school  officials  like  Sykes 
aren't  the  only  ones  who  profit  from  the 
fraud.  According  to  the  Department  of 
Education,  banks  make  $1  billion  a  year 
processing  student  loans  —  earning  a 
higher  rate  of  return  than  what  they  make 
on  auto  loans,  home  mortgages,  and 
government  securities. 

Typically,  a  school  bundles  up 
batches  of  loan  applications  and  sends 
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them  to  a  lender.  Since  the  government 
guarantees  the  loans,  the  bank  has  no 
incentive  to  check  out  a  student's  credit 
or  a  school's  reputation.  The  lenders 
advance  money  to  the  school,  confident 
they'll  get  their  money  back,  no  matter 
what. 

Even  when  students  get  cheated, 
banks  make  money.  Lenders  accused  of 
profiting  from  trade  school  fraud  include 
Florida  Federal  Savings  and  Loan, 
Crestar  Bank  of  Virginia,  Wachovia 
Bank  of  North  Carolina,  and  Charleston 
National  Bank  of  West  Virginia. 

The  Danks  like  it  that  way.  "It's  very 
hard  for  a  banker,  operating  at  arm's 
length  in  making  loans,  to  assess  just 
how  good  or  bad  a  particular  academic 
program  is."  says  David  Hardesty,  an 
attorney  for  the  West  Virginia  Bankers 
Association. 

For  years,  the  federal  government 
made  at  least  nominal  attempts  to  ferret 
out  the  swindlers.  But  when  Ronald 
Reagan  became  president  in  1 98 1 .  he 
began  his  crusade  to  dismantle  the  De- 
partment of  Education.  Over  the  next  six 
years,  the  number  of  government  re- 
views of  trade  schools  dropped  from 
1,058  to  372.  At  the  same  time,  the 
amount  of  federal  aid  skyrocketed. 

"It  was  like  throwing  money  into  an 
open  field,"  says  Brian  Thompson,  a 
spokesman  for  the  Career  College  Asso- 
ciation. 

The  abuses  skyrocketed  too.  In  Nash- 
ville, Tennessee,  a  beauty-school  owner 
named  Tommy  Wayne  Downs  applied 
for  —  and  received  —  $175,000  in  loans 
for  imaginary  students.  He  got  caught 
only  when  his  secretary  accidentally 
tipped  off  the  federal  government. 

Downs  began  his  career  as  a  recruiter 
for  a  home-study  course  in  truck  driving. 
He  was  so  eager  to  recruit  students  that 
he  would  take  them  to  pawn  shops  to 
sell  their  belongings  for  tuition  down 
payments. 

"I  focused  my  attention  on  welfare 
offices,  unemployment  lines,  and  hous- 
ing projects,  where  I  became  so  familiar 
that  some  of  the  residents  referred  to  me 
as  the  'truck  man,'"  he  told  a  U.S.  Senate 
panel.  "My  approach  to  a  prospective 
student  was  that  if  he  could  breathe, 
scribble  his  name,  had  a  driver's  license, 
and  was  over  1 8  years  of  age,  he  was 
quaUfied." 

"What  you  sell  is  basically  one 
thing,"  Downs  added.  "You  sell  dreams. 
And  so  99  percent  of  my  sales  were 
made  in  poor  black  areas." 


Many  schools  began  accepting  stu- 
dents who  couldn't  possibly  finish  the 
course  work  —  but  who  could  help  rake 
in  guaranteed  loan  money.  In  Durham, 
North  Carolina.  Rutledge  College  lured  a 
mentally  retarded  man 
named  Tilton  Thompson 
with  promises  of  special 
tutoring  and  a  guaranteed 
job.  He  received  neither. 
Thompson  got  his  loan 
canceled  only  after  a 
Legal  Services  attorney 
threatened  to  sue. 

The  recruiter  "said  I 
would  be  guaranteed  a 
job,"  recalls  Thompson, 
who  was  already  enrolled 
in  a  training  program 
with  Goodwill  Industries. 
"He  said  I  would  get  a 
grant.  He  never  men- 
tioned the  word  loan.  He 
said  the  government  had 
set  aside  this  money  for 
young  people  like  me  to 
gotoschool,  andif  I 
passed  it  by  I  was  letting 
go  of  an  opportunity." 

Like  many  trade 
schools,  Rutledge  Col- 
lege was  no  fiy-by-nighl 
operation.  For  years  it 
was  part  of  a  nationwide 
chain  of  27  schools 
owned  by  George  Shinn, 
owner  of  the  Charlotte 
Hornets  pro  basketball 
team  and  a  major  donor 
to  Republican  candidates 
like  South  Carolina  Sena- 
tor Ernest  Hollings  and 
former  North  Carolina 
Governor  Jim  Martin.  Banks  like  Manu- 
facturers Hanover  Trust  were  pleased  to 
do  business  with  his  trade  schools  — 
even  though  they  boasted  a  student  drop- 
out rale  of  20  percent  every  six  weeks. 

"It's  a  rip-off  for  poor  people." 
Rutledge  graduate  Vivian  Green  told  The 
Charlotte  Observer.  "It  feeds  poor 
people's  dreams  —  people  who  want  to 
do  better." 

"FRAUD  AND  ABUSE" 

Although  trade  school  fraud  occurs 
nationwide,  widespread  poverty  in  the 
South  has  made  the  region  a  particularly 
fertile  territory  for  the  scam  artists.  In 
Virginia  this  past  May,  the  attorney  gen- 
eral charged  Commonwealth  Educa- 
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tional  Systems  with  encouraging  stu- 
dents at  five  business  schools  to  forge 
spouses'  signatures  on  loan  documents, 
falsifying  records  to  collect  loans  from 
dropouts,  inflating  the  credentials  of 

instructors  —  even  tell- 
ing prospective  students 
that  the  eight-year-old 
school  was  founded  in 
1889. 

"Where  the  most 
vulnerable  exists,  that's 
where  there  seems  to  be 
the  most  ripoffs,"  says 
Jon  Sheldon,  an  attorney 
with  the  National  Con- 
sumer Law  Center. 

As  early  as  1985.  the 
U.S.  Government  Ac- 
counting Office  charged 
that  two  thirds  of  trade 
schools  were  lying  to 
students  —  overstating 
job  placement  rates  for 
graduates,  for  example, 
or  offering  "free  scholar- 
ships" that  did  not  re- 
duce tuition. 

It  took  Congress  until 
1 990  to  do  anything 
about  it.  That  year,  more 
than  40  percent  of  all 
trade  school  students 
defaulted  on  their  loans. 
"Usually  it's  the  stu- 
dents who  have  not  got- 
ten an  education  who  are 
most  likely  to  default." 
says  Darlene  Graham,  a 
North  Carolina  assistant 
attorney  general.  All 
told,  unpaid  loans  cost 
taxpayers  $2.9  billion 
last  year  —  or  44  cents  out  of  every  dol- 
lar spent  on  federal  student  loans. 

A  Senate  subcommittee  chaired  by 
Georgia  Democrat  Sam  Nunn  investi- 
gated and  found  "fraud  and  abuse  at 
every  level"  of  the  student  loan  program 
—  particularly  among  trade  schools.  In 
response,  the  Department  of  Education 
cut  off  aid  to  828  schools  with  high  de- 
fault rates,  forcing  many  to  close.  And 
Congress  passed  a  law  toughening  ac- 
creditation standards  and  forgiving  loans 
to  some  defrauded  students. 

Brian  Thompson  of  the  Career  Col- 
lege Association  insists  the  new  mea- 
sures have  eliminated  abuse  by  forcing 
the  worst  offenders  to  shut  down. 
"Granted,  there  were  abuses  in  the  past," 
he  says.  "All  of  that  has  been  changed. 
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All  of  thai  has  been  corrected." 

But  while  the  feds  can  now  cut  off  aid 
to  outlaw  schools,  it  may  take  years  to 
shut  them  down.  "That's  a  slow  way  of 
getting  at  fraud,"  says  Sheldon  of  the 
National  Consumer  Law  Center.  "You 
need  day-to-day  policing."  What's  more, 
thousands  of  studenLs  still  owe  money 
for  the  worthless  education  they  were 
sold  before  the  new  law  took  effect. 

LANDMARK  CASE 

Tim  Tipton  wanted  to  spend  his  life 
doing  more  than  working  in  a  tool-and- 
die  shop.  He  saw  his  future  in  his  home- 
town paper  in  West  Virginia. 

There,  in  an  advertisement.  North- 
eastern Business  College  promised  to 
train  students  in  computer-aided  draft- 
ing. It  seemed  like  a  perfect  career  move: 
"I  figured  with  my  background,  working 
with  blueprints,  I  shouldn't  be  bad  off." 

But  once  he  signed  the  papers  for  a 
$3,500  student  loan,  he  learned  the 
school  didn't  even  have  computers. 
"When  we  went  in,  they  gave  me  shit 
that  I  could  have  bought  for  30  or  40 
bucks  at  any  bookstore,"  he  says.  The 
only  equipment  was  a  "very  basic 
manual  drafting  kit,"  and  the  textbooks 
were  outdated.  "Any  kid  in  the  eighth 
grade  can  get  into  any  vo-tech  school  and 
get  those  books  or  better,"  he  says. 

Tipton  tried  to  stick  with  the  pro- 
gram. When  he  complained  about  the 
poor  equipment,  school  officials  claimed 
new  machines  were  coming.  It  didn't 
take  him  long  to  figure  out  the  computers 
would  never  arrive,  he  says,  and  three 
months  after  enrolling,  Tipton  dropped 
out.  Soon  after.  Northeastern  Business 
College  closed  down. 

When  Charleston  National  Bank 
started  hounding  Tipton,  he  contacted 
the  Appalachian  Research  and  Defense 
Fund,  a  legal-aid  group  ba.sed  in  Charles- 
ton. That's  how  he  became  the  lead 
plaintiff  in  a  landmark  case  involving 
trade  schools. 

"A  lot  of  people  have  a  misconcep- 
tion of  West  Virginians  being  hillbil- 
lies,"Tiplon  says.  "I  wasn't  one  of  them. 
I  knew  right  off  I  was  defrauded,  I  was 
misled,  I  was  fried." 

Since  the  school  had  already  closed, 
it  couldn't  be  sued.  So  Tipton's  attorney, 
Dan  Hedges,  took  on  some  even  more 
powerful  institutions.  He  sued  a  slew  of 
banks  and  S&Ls  for  ignoring  the  fraud 
while  raking  in  profits.  He  charged  the 
Department  of  Education  with  slacking 


off  on  inspections  and  allowing  schools 
to  regulate  themselves.  And  he  accused 
the  Higher  Education  Assistance  Foun- 
dation (HEAF),  a  private  group  that  in- 
sures student  loans,  of  collecting  fees 
without  supervising 
schools  or  banks. 

"It's  not  just  the 
ripoff  artists,"  Hedges 
says,  "it's  the  govern- 
ment that  sanctions  it." 

The  banks  and  their 
insurer  contended  they 
shouldn't  be  expected  to 
check  out  the  schools.  "1 
am  not  about  to  defend 
certain  of  these  schools. 
There  may  have  been 
fraud  going  on.  I  don't 
know,"  says  HEAF  attor- 
ney Wendie  Doyle.  'The 
fact  is,  the  borrower 
made  the  choice  to  go  to 
the  school.  If  we  were  to 
be  subject  every  time  a 
borrower  is  dissatisfied 
with  his  education,  I 
don't  think  there'd  be 
much  of  a  loan  industry." 

But  a  federal  court  in 
West  Virginia  ruled  that 
banks  can  be  held  liable 
for  acting  in  partnership 
with  fraudulent  busi- 
nesses. The  suit  was 
eventually  settled  out  of 
court.  Tipton  and  three  of 
his  classmates  got  their 
debts  canceled,  and  Hedges  plans  to  file 
suits  on  behalf  of  100  other  students 
from  Northeastern  Business  College. 

prorts  vs.  training 

Students  in  other  states,  including 
Virginia,  Georgia,  Texas,  and  Florida, 
have  filed  similar  lawsuits.  Juanita 
Shorter  has  become  the  lead  plaintiff  in  a 
class-action  suit  involving  former  Con- 
necticut Academy  students. 

LaRonda  Barnes,  the  Atlanta  Legal 
Aid  attorney  who  filed  the  suit,  hopes  the 
spate  of  lawsuits  will  give  pause  to  edu- 
cational predators.  But  she  knows  that 
court  cases  alone  won't  end  the  scams  as 
long  as  the  loan  system  offers  easy 
money  instead  of  adult  education. 

"Once  you  put  the  profit  element  in 
there,"  Barnes  says,  "you're  running  the 
risk  that  people  will  be  doing  this  only  to 
make  money." 

Others  agree.  "It's  a  ridiculous  sys- 


The  government  has 
taken  some  steps 
to  reform  the 
system.  In  August, 
Congress  passed  a 
law  that  will  take 
60  percent  of  the 
student  loan 
business  out  of  the 
hands  of  banks  — 
lending  the  money 
directly  to  students, 
without  going 
through  commercial 
lenders. 


tern  to  take  kids  who  are  very  unsophisti- 
cated about  a  lot  of  things  and  give  them  a 
sea  of  loan  papers  from  people  who  puU 
them  off  a  welfare  line,"  says  Jon  Sheldon 
of  the  National  Consumer  Law  Center. 

"Why  is  the  federal  gov- 
ernment juicing  this  as  a 
way  of  training  people?" 
The  government  has 
taken  some  steps  to  re- 
form the  system.  In  Au- 
gust, Congress  passed  a 
law  that  will  take  60 
percent  of  the  student 
loan  business  out  of  the 
hands  of  banks  —  lend- 
ing the  money  directly  to 
students,  without  going 
through  commercial 
lenders.  In  addition,  the 
Department  of  Education 
now  says  banks  can  be 
held  accountable  for 
fraud  committed  by  trade 
schools. 

Sheldon  and  other 
consumer  advocates  say 
the  government  needs  to 
go  even  farther,  estab- 
lishing uniform  accredi- 
tation standards  for  trade 
schools  and  performing 
the  type  of  surprise  in- 
spections that  restaurants 
and  other  businesses 
routinely  face.  The  gov- 
ernment should  also 
encourage  real  job  train- 
ing by  contracting  with  businesses  or  non- 
profit groups  to  provide  training  in  tar- 
geted fields  where  jobs  will  be  available, 
supporting  community  colleges  that  hold 
classes  in  housing  projects,  and  providing 
counseling  to  assist  students  in  making  the 
right  career  choices. 

Without  such  community  alternatives 
and  tougher  regulation,  trade  schools  and 
the  banks  that  finance  them  w  ill  continue 
to  profit  from  fraud.  "Were  I  released  from 
prison  tomorrow,  I  could  go  out  and  do  the 
very  same  thing  again,"  says  Tommy  Lee 
Downs,  the  Nashville  beauty-school  op- 
erator serving  time  for  fraud.  "I  mean,  you 
are  talking  about  the  ability  to  steal  unfath- 
omable amounts  of  money."  Q 

Barry'  Yeoman  is  associate  editor  of 
Th<^  Independent  newsweekly  in  Durham. 
North  Carolina.  Jay  Huber provided  research 
assistance. 
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REFORMING 
HIGH  RNANCE 


By  Mike  Hudson  and  Adam  Feuerstein 


Efforts  to  stop  predatory  lending  and  clean  up 
the  financial  system  are  gaining  support  from 
consumers  across  the  region. 


t  was  a  rare  sight  under  the 
gold  dome  of  the  Georgia  state 
capitol,  where  white  lawmaic- 
ers  and  business  lobbyists  are  used  to 
being  in  the  majority.  Last  February, 
hundreds  of  black  citizens  packed  a  com- 
mittee room  and  choked  the  hallway 
outside.  They  came  to  support  a  bill  to 
cap  the  huge  interest  rates  that  poor  and 
minority  homeowners  pay  on  second 
mortgages. 

With  millions  of  dollars  in  bank  prof- 
its on  the  line,  Loyce  Turner  —  chair  of 
the  Georgia  Senate  banking  committee 
and  a  banker  himself —  moved  to 
squelch  the  uprising.  Turner  warned  the 
audience  not  to  clap  or  shout  support  as 
the  bill's  sponsor.  State  Senator  David 
Scott,  made  his  plea  for  the  rate  caps.  He 
also  said  that  because  the  meeting  was 
not  a  public  hearing,  the  assembled  citi- 
zens had  no  right  to  speak  to  the  commit- 
tee. "We  are  not  trying  to  railroad  or  stop 
anything,"  Turner  said. 

Scott  didn't  try  to  hide  his  anger.  "If 
this  committee  isn't  going  to  represent 
the  people,  I  don't  want  to  serve  on  it," 
he  said.  "This  is  a  strong  miscarriage  of 
justice.  If  this  room  was  full  of  white 
people,  this  wouldn't  happen.  The  banks 
run  this  committee." 


The  committee  put  the  bill  aside,  but 
continued  pressure  from  citizens  and  the 
media  paid  off.  After  Scott  agreed  to 
raise  the  rate  cap  by  three  percentage 
points,  the  committee  passed  the  bill  on 
to  the  full  Senate,  which  approved  it  by  a 
vote  of  44- 1 1 . 

It  seemed  like  a  great  victory  for  con- 
sumers. In  the  end,  however,  the  banks 
won.  When  a  House  panel  —  also 
chaired  by  a  banker  —  took  up  the  bill, 
the  pockets  of  its  five  members  had  al- 
ready been  lined  with  nearly  $8,000  in 
campaign  contributions  from  lenders. 
With  industry  lobbyists  packing  the 
meeting  room,  the  subcommittee  killed 
the  rate-cap  legislation.  "They  don't 
want  this  bill  whichever  way  we  write 
it,"  Scott  lamented. 

It's  an  old  story  in  Georgia  and  in 
statehouses  across  the  South,  where 
consumers  have  won  few  victories  over 
the  past  decade  and  a  half  Consumer 
laws  in  the  region  remain  weak  and  inef- 
fective —  thanks  to  the  predominance  of 
free-market-at-any-cost  rhetoric,  confu- 
sion at  the  grassroots,  and  generous  cam- 
paign contributions  from  banks  and 
other  financial  businesses. 

The  result  is  a  patchwork  system  of 
state  and  federal  regulations  that  effec- 


tively exempts  low-income  and  working- 
class  consimiers  from  government  protec- 
tions that  more  affluent  consumers  take  for 
granted  when  they  enter  a  bank  or  S&L. 
Across  the  region,  predatory  lenders  oper- 
ate virtuMly  unchecked.  No  Southern  state 
except  Georgia  regulates  fees  charged  by 
check-cashing  outlets.  All  but  two  allow 
pawn  shops  to  charge  interest  rates  of  240 
percent  or  more.  Most  put  no  limits  —  or 
extremely  high  ones  —  on  the  interest  and 
fees  charged  by  finance  companies  and 
second-mortgage  lenders.  And  govern- 
ment regulators  have  only  recently  shown 
much  interest  in  making  banks  obey  fair- 
lending  laws. 

Jean  Ann  Fox,  president  of  the  Con- 
sumer Federation  of  America  and  its  Vir- 
ginia affiliate,  says  the  message  to  disad- 
vantaged consumers  is  simple:  "You're  on 
your  own,  and  we're  not  going  to  protect 
you.  We're  putting  our  trust  blindly  in 
competition  —  even  though  competition 
doesn't  work  when  consumers  don't  have 
a  real  choice." 


STOP  THE  Shark 

But  as  the  turnout  for  the  Georgia  hear- 
ings indicates,  things  are  beginning  to 
change.  More  and  more,  consumers  who 
have  been  gouged  and  ripped  off  are  pres- 
suring their  lawmakers  to  clean  up  the 
financial  system. 

In  Atlanta,  a  grassroots  group  called 
Citizens  for  Fair  Housing  has  sprung  from 
experiences  with  Fleet  Finance  and  other 
lenders  that  prowl  the  second-mortgage 
market.  In  nearby  Augusta,  a  similar  coali- 
tion. Citizens  Addressing  Public  Service, 
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has  marched  on  Fleet  headquaner^  wear- 
ing bright  yellow  T-shirts  that  say,  "Stop 
the  Fleet  Loan  Shark."  Members  of 
CAPS  have  taken  the  bus  north  to  lobby 
Congress  and  the  Federal  Reserve  Bank. 

Union  Neighborhood  Assistance 
Corporation,  an  offshoot  of  a  Boston 
hotel  workers  union,  is  coordinating  a 
national  grassroots  campaign  against 
Fleet  and  other  predatory  lenders.  UNAC 
has  set  up  a  toll-free  consumer  hotline  — 
1  -800-96-SHARK  —  and  has  pressured 
corporations  that  own  shares  in  Fleet  to 
sell  their  slock. 

Community-reinvestment  advocates 
like  ACORN  —  Association  of  Commu- 
nity Organizations 
for  Reform  Now  — 
are  stepping  up  the 
pressure  on  banks 
to  lend  money  and 
provide  services  to 
low-income  and 
minority  neighbor- 
hoods. The  second- 
mortgage  scandal 
across  the  South 
has  provided  them 
new  ammunition  in 
their  fight  against 
lending  discrimina- 
tion by  bringing 
forward  people 
who  can  attest,  in  a 
very  personal  way, 
to  its  effects. 

Dorothy 
Thrasher,  a  61- 
year-old  home- 
owner in  northwest 
Atlanta,  told  state 
legislators  how  two 
vinyl  siding  sales- 
men pressured  her 
for  weeks  with  an 

offer  to  make  her  home  a  low-cost  dem- 
onstration model.  She  finally  gave  in, 
and  ended  up  with  an  $  1 8,000  home- 
repair  loan  at  23  percent  interest.  Reel 
Finance  purchased  the  loan  and  began 
collecting  the  monthly  payments  of 
$335.  leaving  Thrasher  only  $90  from 
her  government  pension  check  to  buy 
food,  utilities,  and  medicine. 

"When  I  testified,  I  just  told  the  truth 
about  what  those  people  had  done  to 
me,"  Thrasher  says.  'The  whole  place 
was  filled  with  so  many  sad  folks,  most 
worse  off  than  me.  I  felt  like  we  was 
going  to  get  some  response,  but  I  was 
disappointed.  It  looks  like  Fleet  has  too 
much  control.  They  got  the  money,  and 
all  we  got  is  our  stories." 


MONEY  AND  VOTES 

Why  weren't  those  stories  enough  to 
sway  the  legislature?  An  examination  of 
campaign  finance  reports  indicates  why 
lawmakers  remain  deaf  to  the  voices  of 
disadvantaged  consumers  —  and  why 
legislation  to  protect  consumers  is  so 
often  subverted  in  Georgia  and  other 
Southern  states. 

The  banking  industry  is  a  patron  of 
most  key  members  of  the  Georgia 
legislature: 

▼  The  10  members  of  the  Senate 
banking  committee  received  a  total  of 
more  than  $22,000  from  the  lending 


ing  Fleet  Finance  in  a  class-action  suit 
charging  the  company  with  racketeering 
and  fraud. 

T  The  Georgia  Mortgage  Bankers 
Association  funneled  more  than  $  1 8,000 
in  campaign  contributions  to  Georgia 
lawmakers  last  year  through  its  Good 
Government  Fund. 

▼  Three  key  members  of  the  House 
and  Senate  banking  panels  are  bankers 
themselves.  Turner  chairs  First  Bank 
and  Trust  Co.  of  Valdosta  and  is  a  direc- 
tor of  its  holding  company,  Synovus 
Financial  Corp. 

Other  Georgia  politicians  also  enjoy 
close  ties  to  the  industry.  Governor  Zell 
Miller  received 


Fholti  hv  W.A  Bridges  JrJAllanla  Constitution 


When  Georgia  State  Senator  David  Scorr  tried  to  cap  interest  rates, 

UNDING  industry  LOBBYISTS  RALLIED  TO  DEFEAT  THE  BlU, 


industry  last  year.  On  the  House  side,  the 
25  members  of  the  banking  panel  — 
including  those  who  killed  the  rate-cap 
bill  —  pocketed  over  $29,000  in  contri- 
butions from  the  banking  industry. 

T  Turner,  chair  of  the  Senate  bank 
committee,  has  received  nearly  $7,000 
from  the  banking  industry  since  1990, 
including  $1,000  from  NationsBank.  The 
Charlotte-based  banking  giant  has  drawn 
criticism  for  its  recent  purchase  of 
Chrysler  First,  a  huge  mortgage  com- 
pany accused  of  predatory  lending 
against  low-income  borrowers. 

▼  Senator  Chuck  Clay,  the  commit- 
tee vice  chair,  look  in  more  than  $3,000 
from  banks  last  year,  including  $500 
from  NationsBank.  He  is  also  represenl- 


$9,600  from  Fleet's 
PAC  during  his  1990 
campaign.  Fleet  said 
Miller  gave  a  moti- 
vational speech  at  a 
company  manage- 
ment meeting  a  few 
years  ago. 

With  industry 
money  in  their  pock- 
ets, legislators  re- 
placed the  rate-cap 
bill  sponsored  by 
Senator  Scott  with 
one  requiring  li- 
censes for  mortgage 
brokers.  Legislative 
leaders  say  licensing 
will  stop  "99  per- 
cent" of  mortgage 
abuses.  Consumer 
advocates  say  it's  a 
minor  reform  de- 
signed to  head  off 
real  regulation.  Sec- 
ond-mortgage lend- 
ers can  currently 
charge  annual  inter- 
est rates  of  60  percent;  Scott's  bill  would 
have  capped  interest  at  1 1  points  over  the 
prime  rate. 

Guarding  the  Henhouse 

Like  other  Southern  legislatures,  the 
Georgia  assembly  has  always  been  hos- 
tile to  regulations  on  business.  Culver 
Kidd,  a  Georgia  slumlord  and  president 
of  a  string  of  small-loan  companies, 
fought  fiercely  against  business  regula- 
tion during  his  45  years  as  a  state  legisla- 
tor. "He  would  let  nothing  come  through 
that  looked  like  consumer  protection," 
recalls  Donald  Coleman,  an  Atlanta  Le- 
gal Aid  attorney. 

Kidd  also  helped  his  silent  business 
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partner  win  appointment  as  a  judge  in 
Baldwin  County,  where  he  ruled  on  col- 
lection actions  against  their  tenants  and 
borrowers.  Before  Kidd  was  voted  out  of 
office  last  year,  the  powerful  Democrat 
—  known  around  the  Capitol  as  the 
"Silver  Fox"  —  sponsored  a  bill  that 
would  have  discouraged  his  customers 
and  other  small  borrowers  from  filing 
bankruptcy. 

Despite  Kidd's  loss,  good-old-boy 
politics  and  corporate  power  maintain  a 
stranglehold  in  Georgia.  Across  the  re- 
gion, a  number  of  trends  over  the  past 
decade  have  left  disadvantaged  consum- 
ers even  more  vulnerable; 

T  Budget  cuts 
have  forced  many 
consumer-protec- 
tion agencies  to 
curtail  their  already 
modest  efforts.  In 
Virginia,  the  state 
Office  of  Con- 
sumer Affairs  has 
laid  off  workers 
and  eliminated  its 
toll-free  hotline  for 
citizen  complaints. 
Reagan-era  budget 
cuts  and  growing 
caseloads  have  also 
forced  many  Legal 
Aid  programs  — 
which  provide 
legal  advice  to  the 
poor  —  to  cut  back 
on  their  consumer 
efforts. 

▼  Many  news- 
papers and  TV 
stations  have  given 
up  hard-edged 
consumer  reporting 
in  deference  to 
advertisers,  and  to 

owners  who  increasingly  value  profits 
over  public  service.  In  North  Carolina, 
for  example,  the  Raleigh  News  and  Ob- 
server transferred  its  auto  and  real  estate 
editor  to  the  advertising  department.  The 
reason?  Executive  Editor  Frank  Daniels 
in  says  the  paper  does  little  real  report- 
ing on  the  car  business  because  "it 
doesn't  make  much  sense  to  piss  off 
advertisers." 

▼  Government  cutbacks  and  in- 
creasing poverty  in  many  conununities 
have  forced  advocates  for  the  poor  to 
concentrate  on  providing  for  immediate 
needs  like  homeless  shelters  and  food.  In 
the  midst  of  a  lingering  recession,  the 
fight  for  better  finance  laws  and  long- 


term  reforms  has  often  taken  a  back  seat. 

The  Reverend  Minnie  Davis,  chair  of 
the  newly  formed  citizen  coalition  in 
Augusta,  says  that  many  people  assume 
that  financial  reform  has  "been  taken 
care  of,  somebody's  handling  it.  They 
find  out  it's  really  not  being  taken  care  of 
—  and  we're  really  in  a  stew." 

With  consumer  attention  diverted 
over  the  past  decade,  many  states  passed 
"deregulation"  bills  that  reduced  protec- 
tions for  consumers  —  often  with  little  or 
no  opposition.  In  1983,  Georgia  lawmak- 
ers opened  the  flood  gates  to  second- 
mortgage  abuses  by  eliminating  a  16- 
percent  interest  cap.  The  proposal  to  kill 


who  profit  from  the  poor  —  and  on  the 
lawmakers  who  support  them. 

But  citizens  fighting  for  reform  face 
an  uphill  battle  against  the  massive  re- 
sources of  predatory  lenders  like  Fleet. 
The  bank  —  the  14th-largest  in  the  na- 
tion —  has  hired  the  Atlanta  law  firm  of 
former  U.S.  attorney  general  Griffin 
Bell,  who  represents  George  Bush  in  the 
Iraqgate  scandal.  It  set  up  a  $30  million 
fund  to  repay  borrowers  who  have  been 
wronged,  hoping  to  stave  off  criminal 
investigations  in  other  states.  It  held  a 
press  conference  with  Atlanta  Mayor 
Maynard  Jackson  to  announce  an  $8 
million  donation  to  revive  minority 
neighborhoods. 


Ph'itn  hv  Rudv  ^vhoff/Aueusra  Chronicle 


The  Reverend  Minnie  Davis  led  50  protesters  on  a  march  against  Fleet 
Finance,  chastizing  company  OFnciALS  uke  vice  president  Ronald  Walker 
for  predatory  lending  practices. 


the  cap  passed  the  House  that  year  by  a 
vote  of  1 56-0.  "The  votes  were  lined  up 
in  favor  of  that  bill  long  before  the  oppo- 
sition even  heard  of  it,"  former  State 
Senator  Todd  Evans  remembers. 


MASSIVE  RESOURCES 

Such  obvious  pro-business  maneu- 
vers will  be  harder  to  pull  off  in  the  fu- 
ture, however.  The  statewide  scandal 
over  second  mortgages  has  sparked  a 
sense  of  sustained  outrage  among  low- 
income  consumers  and  their  allies. 
Grassroots  advocates,  attorneys,  govern- 
ment regulators,  and  Atlanta  newspapers 
have  joined  forces  to  put  heal  on  lenders 


And  it  has  tried  to 
shore  up  its  image 
byjoining  with  the 
National  Consumer 
League,  a  respected 
non-profit  group,  to 
start  a  financial- 
education  program 
for  high  school 
students. 

Other  lenders 
have  tried  different 
methods  for  duck- 
ing lawsuits  and 
government  investi- 
gations. After  it  was 
hit  with  millions  of 
dollars  in  lawsuits, 
ITT  Financial  Ser- 
vices began  having 
borrowers  sign 
agreements  requir- 
mg  that  most  dis- 
putes be  decided  by 
a  private  arbitration 
firm  called  Equilaw. 

Equilaw  tells 
creditors  like  ITT 
that  arbitration  puts 
an  end  to  "excessive  jury  verdicts."  But  a 
California  judge  has  ruled  that  the  arbi- 
tration program  illegally  denies  borrow- 
ers the  right  to  sue,  and  a  Florida  lawsuit 
says  the  arbitration  clause  is  unfair  be- 
cause it  imposes  a  $750  hearing  fee  on 
consumers  and  suggests  they  must  travel 
to  Minnesota  for  a  hearing. 

"Basically  you  can  create  a  collection 
agency  with  ultimate  powers  if  you  call  it 
an  arbitration  organization,"  says  Gloria 
Einstein,  a  Legal  Aid  attorney  in  Jack- 
sonville, Florida. 

Consumer  advocates  have  had  some 
success  in  exposing  abusive  practices  at 
Fleet  and  ITT.  But  things  remain  busi- 
ness as  usual  for  most  companies  that 


SOUTHERN  EXPOSin^E 


35 


130 


profit  from  the  poor.  Even  as  the  second- 
mortgage  industry  has  come  under  siege 
in  Georgia,  small-loan  companies  in  the 
state  continue  to  operate  under  some  of 
the  worst  lending  laws  in  the  nation. 

With  the  help  of  sympathetic  legisla- 
tor-businessmen like  Culver  Kidd,  the 
small-loan  industry  has  blocked  attempts 
to  improve  fair-lending  laws.  The  indus- 
try PAC.  Consumer  Credit  People  for 
Responsible  Government,  tells  members 
that  campaign  contributions  are  crucial 
to  their  profits,  because  the  industry  is  "a 
creature  of  the  General  Assembly."  Last 
year,  the  industry  dished 
out  more  than  $28,000 
to  state  lawmakers. 

Such  influence-buy- 
ing has  paid  off.  Georgia 
law  allows  small-loan 
companies  to  collect 
stunning  interest  rates: 
from  123  percent  on  a 
$50  loan  to  45  percent 
on  a  $1,000  loan. 

The  rent-to-own 
industry  also  enjoys 
legislative  sponsorship 
for  price-gouging, 
thanks  to  a  strategy  of 
preemptive  regulation. 
In  state  after  state  over 
the  past  decade,  rent-to- 
own  lobbyists  have  per- 
suaded lawmakers  to 
introduce  industry- 
sponsored  bills  that 
include  token  protec- 
tions for  consumers, 
such  as  requiring  that 
stores  be  honest  about 
whether  an  item  is  new 
or  used.  More  impor- 
tant, the  legislation  ex- 
empts rent-to-own 
stores  from  retail  credit 
laws  and  traditional  interest-rate  caps. 

Legal  Aid  attorneys  call  it  "disclose 
and  anything  goes."  So  far,  at  least  35 
states  —  including  1 1  in  the  South  — 
have  passed  such  laws.  And  the  industry 
is  now  lobbying  Congress  to  pass  a  simi- 
lar federal  law. 

When  it  cannot  head  off  regulation 
early,  the  industry  attacks.  In  1983, 
Noith  Carolina  legislator  Jeanne  Fenner 
introduced  a  bill  to  limit  what  rent-to- 
own  stores  could  charge.  The  measure 
was  gutted,  but  the  industry  still  took 
revenge.  During  Fenner"s  next  two  cam- 
paigns, rent-to-own  dealers  from  as  far 


away  as  Texas  gave  more  than  $20,000  to 
her  opponents.  Fenner,  who  spent  a  frac- 
tion of  that,  lost  both  races.  Since  then, 
there  has  been  no  serious  attempt  in  North 
Carolina  to  pass  a  law  to  limit  finance 
charges  at  rent-to-own  stores. 

FOOD  AT  CHRISTMAS 

Consumer  advocates  say  changing  the 
economic  patterns  that  allow  renl-to-own 
dealers  and  the  rest  of  the  poverty  indus- 
try to  thrive  won't  be  easy.  They  call  for  a 
comprehensive  range  of  steps  to  reform 

the  system,  citing  the 

need  to: 

▼  educate  consum- 
ers about  their  rights 
and  create  effective 
organizations  to  ensure 
that  grajsroots  voices 
are  heard  at  the  local 
and  state  levels. 

▼  pass  immediate 
regulations  to  limit 
the  usurious  interest 
and  fees  charged  by 
pawn  shops,  check 
cashers,  finance  compa- 
nies, second-mortgage 
lenders,  and  used-car 
dealers. 

T  create  a  unified 
system  of  federal  regu- 
lation that  puts  the  en- 
lire  financial  industry 
under  one  set  of  stan- 
dards, requiring  all 
lenders  to  disclose  fi- 
nancial transactions, 
end  racial  discrimina- 
tion, and  provide  loans 
in  poor  neighborhoods. 

▼  expand  non- 
profit, consumer-based 
alternatives  such  as 

community  credit  unions  and  empower 
people  to  create  their  own  economic  de- 
velopment initiatives  from  the  bottom  up. 

Ultimately,  consumer  advocates  say, 
real  reform  depends  on  shii.'"g  the  con- 
trol of  credit  from  huge  corporations  to 
local  communities.  Backed  by  current 
fair-lending  laws  governing  mainstream 
banks,  grassroots  groups  have  already 
forced  some  commercial  lenders  to  prom- 
ise millions  in  loans  for  credit-starved 
neighborhoods.  But  so  far, 
critics  say,  most  pledges  of  community 
reinvestment  are  just  so  much  public 
relations. 


"They 're  Just  hard- 
working people 
trying  to  make  a 
living."  But  it  took 
a  while  for  them  to 
get  organized. 
Most  thought  they 
were  all  alone  — 
that  they  had 
somehow  brought 
their  problems  on 
themselves. 


In  Atlanta,  Carrie  Copeland  has 
been  trying  for  years  to  get  downtown 
banks  to  open  up  to  her  fellow  public 
housing  residents.  Copeland  wants 
banks  to  lower  the  minimum  balance 
they  require  for  checking  accounts  — 
which  run  as  high  as  $200  —  to  $25. 

"The  banks  are  good  at  everything 
except  banking,"  Copeland  says. 
"Other  things,  helping  us  in  the  com- 
munity, they're  very  good  at  that.  They 
give  food  at  Christmastime.  They 
never  turn  us  down  on  good  things  like 
that.  But  we  want  to  go  a  step  further. 
We  want  to  save  a  little  money." 

Other  activists  are  starting  to  make 
the  connection  between  banking  dis- 
crimination and  predatory  lending.  In 
Augusta,  CAPS  has  gone  from  raising 
hell  about  Fleet  to  pressuring  local 
banks  to  lend  money  in  redlined  neigh- 
borhoods and  appoint  minorities  and 
women  to  their  boards  of  directors. 

The  group  started  early  this  year. 
Its  first  meeting  drew  60  people.  The 
next,  more  than  300.  They  marched  on 
Fleet,  on  the  state  Capitol,  and  on 
Washington. 

"We  have  so  many  people  in  this 
area  who  have  been  hurt  by  Fleet," 
says  Davis,  who  chairs  the  group. 
""They're  just  hard-working  people 
trying  to  make  a  living."  But  it  took  a 
while  for  them  to  get  organized.  Most 
thought  they  were  all  alone  —  that  they 
had  somehow  brought  their  problems 
on  themselves. 

"They  were  ashamed  at  first,  be- 
cause nobody  was  saying  anylhmg." 
Davis  says.  "When  other  people  start 
speaking  out,  they  kinda  overcome 
their  shyness  and  say,  'That's  hap- 
pened to  me,  too.  You  need  to  do 
something  to  help  these  people.'" 

Next  year,  when  the  Georgia  as- 
sembly meets,  CAPS  will  be  there.  So 
will  Dorothy  Thrasher  and  Citizens  for 
Fair  Housing  in  Atlanta.  Working  to- 
gether, they  will  try  again  to  overcome 
the  financial  power  of  the  lending  in- 
dustry. 

"I  feel  like  one  day  some  good  will 
come  out  of  it."  Thrasher  says.  "You 
can't  keep  mistreating  people  and  have 
the  problem  ignored  forever.  God 
doesn't  let  good  people  suffer  and 
suffer  without  no  justice."  □ 

Adam  Feuerslein,  a  former  reporter 
with  the  Atlanu  Business  Chronicle,  is 
spokesman/or  the  Task  Force  for  the  Home- 
less in  Atlanta. 
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SUPPORT 


Citizens  are  forging  consumer  alliances 
and  homegrown  credit  alternatives  that 
put  money  back  into  their  communities. 

Honsumer  advocates  say  that  shackling  financial  predators 
with  tougher  legislation  won't  be  enough  to  stop  lending 
abuses.  Poor  and  working-class  communities  need  alternative  sources 
of  affordable  credit  —  ones  that  place  people  over  profits  and  provide 
money  to  support  grassroots  economic  development. 

Across  the  South,  citizens  are  working  to  create  a  variety  of  home- 
grown Institutions  that  provide  hope  and  economic  stability  to  their 
members.  Consumers  who  have  been  ripped  off  by  credit  scams  are 
learning  to  stand  up  for  their  rights,  creating  grassroots  groups  to 
fight  predatory  lenders.  Self-help  groups  are  relying  on  sweat  equity 
and  creative  financing  to  reverse  years  of  apathy  and  decay.  And 
"community  development"  credit  unions  are  demonstrating  how  mafev 
stream  institutions  —  banks  included  —  can  serve  impoverished  com- 
munities without  going  bankrupt. 

The  Institute  for  Southern  Studies  is  currently  completing  a  year- 
long assessment  of  community-based  economic  development  In  the 
region,  detailing  the  history  and  organizing  strategies  of  the  move- 
ment. We'll  report  on  our  findings  In  a  future  Issue,  profiling  more  of 
the  many  groups  that  are  empowering  ordinary  citizens  to  take  control 
of  their  own  lives  and  communities. 


GRASSROOTS  ORGANIZING 

COWETA  COUNTY,  GA. 

Soon  after  Lora  Kling  moved  her  fam- 
ily into  a  new  home  in  Coweta  County, 
Georgia,  their  neighbors  started  calling 
them  "the  people  with  the  lake."  Thai's 
because  every  time  it  rained,  knee-high 
water  flooded  their  yard. 

Inside  the  house,  the  pipes  and  toilets 
gave  off  odors  and  bubbling  noises.  Sew- 
age from  a  bad  septic  line  seeped  into  tlie 
basement. 

The  problems  didn't  end  there.  The 
builders,  Jimmy  and  Dennis  McDowell, 
financed  the  loan  on  the  house  and  then 
sold  it  to  Fleet  Finance,  the  Atlanta-based 
mortgage  giant.  For  years.  ICling  says. 
Fleet  refused  to  provide  an  accounting  of 
the  loan  —  or  even  verify  that  payments 
had  been  credited  toward  the  mortgage. 

KJing  fought  back.  She  talked  to  hun- 
dreds of  neighbors  in  the  Peachtree  Land- 
ing subdivisions  that  the  McDowells 
helped  build.  Many  had  similar  tales  of 
brand-new  homes  with  faulty  construction 
and  mortgages  cloaked  in  mystery.  She 
also  confronted  the  McDowells,  Fleet,  and 
officials  who  supported  them.  Her  grass- 
roots hell-raising  has  sparked  an  uproar  in 
this  semi-rural  county  south  of  Atlanta  — 
and  has  once  again  raised  disturbing  ques- 
tions about  one  of  the  nation's  biggest 
mortgage  companies. 
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Altomeys  for  the  homeowners  are 
preparing  a  class-action  lawsuit  accus- 
ing Fleet  and  the  developers  of  working 
hand-in-hand  in  a  scheme  to  cheat  buy- 
ers. The  companies  deny  any  wrong 
doing. 

Like  the  Klings.  most  of  the  home- 
buyers  were  blue-collar  or  middle-class 
people  who  had  been  denied  conven- 
tional financing  because  of  bad  credit  or 
a  lack  of  credit  history.  They  bought 
Ihcir  homes  through  mortgages  that 
were  financed  by  the  builders  and  then 
sold  to  Fleet. 


sion.  Dawson  says  many  homeowners 
told  her  that  Fleet  lacked  on  erroneous 
charges  and  late  fees  and  made  it  nearly 
impossible  for  them  to  get  information 
about  their  loans.  Meanwhile,  Dawson 
says,  the  builders  refused  to  fix  construc- 
tion problems.  Many  buyers  were  forced 
to  spend  thousands  of  dollars  for  repairs, 
pushing  them  deeper  into  a  financial  hole 
—  and  often  into  foreclosure. 

Reel  officials  say  they  owned  about 
400  McDowell  mortgages,  but  sold 
many  of  them  back  to  the  developer  be- 
cause of  incomplete  paperwork.  Fleet 


women  wrote  a  40- page  report  to  federal 
officials  that  includes  charges  that 
county  inspectors  were  paid  off  by  the 
developers  to  overlook  building-code 
violations  in  the  subdivisions. 

In  response,  23  people  named  in  the 
report  filed  a  $50  million  lawsuit  accus- 
ing Kling  and  Dawson  of  libel,  invasion 
of  privacy,  and  stalking.  The  women  say 
the  lawsuit  is  simply  an  attempt  to  si- 
lence them. 

But  they  won't  be  quiet.  The  prob- 
lems with  her  home  have  transformed 
Kling  from  a  private  woman  to  a  public 
figure.  She  has  helped 
Pho,o  by  JtffBisiwp     bring  together  hundreds 
of  other  homeowners  who 
are  pushing  for  justice. 
She  ran  for  county  com- 
missioner, losing  with  a 
respectable  46  percent  of 
the  vote. 

As  Kling  sees  it,  the 
choice  facing  her  and 
other  homeowners  is 
simple:  walk  away  and 
lose  everything,  or  stay 
and  fight. 

"I'm  too  proud  a  per- 
son to  allow  someone  to 
control  my  life, "  she  says. 
"I'm  not  going  any- 
where, so  we  decided  to 
fight." 

—  Adam  Feuerstein 


LoRA  King  has  mobiuzed  hundreds  of  homeowners  to  push  for  justice  against  Fleet 
Finance  in  Coweta  County,  Georgia. 


When  they  fell  behind  on  their  pay- 
ments, their  homes  were  foreclosed  and 
then  resold  —  often  to  be  foreclosed 
and  resold  again  in  a  vicious  cycle. 

"The  people  who  bought  these 
homes  were  at  great  risk  from  the  start." 
Kling  says.  "Most  were  grateful  be- 
cause under  normal  circumstances  they 
would  never  have  owned  a  home.  It  is 
clearthat  this  was  a  willful  scheme  to 
force  people  to  fail.  Frequent  foreclo- 
sures make  way  for  more  mortgages 
and  more  money  for  the  developers  and 
Fleet." 

After  two  years  of  digging.  Kling 
took  her  information  to  Diane  Dawson, 
chair  of  the  Coweta  County  Commis- 


says  it  no  longer  does  business  with 
McDowell. 

William  Brennen.  an  Atlanta  Legal 
Aid  attorney  who  has  been  investigating 
Fleet  for  years,  says  the  Coweta  County 
case  mirrors  others  across  the  nation. 
"Every  time  Fleet  gets  caught  doing 
something  illegal,  they  say  they're  stop- 
ping." he  says.  "But  that's  like  saying 
Charles  Manson  has  stopped  killing 
people  —  It  doesn't  do  the  victims  any 
good.  Fleet  only  stops  after  they  get 
caught." 

The  efforts  by  Kling  and  Dawson 
have  prompted  tfie  Georgia  Office  of 
Consumer  Affairs  and  the  U.S.  Justice 
Department  to  investigate.  The  two 


CONSUMER 
EDUCATION 

Columbia,  S.C. 

Dorothy  Garrick  be- 
came interested  in  con- 
sumer issues  after  she  lost 
her  job  and  went  into  debt 
to  pay  her  bills.  She  is 
now  Southern  regional  director  of  the 
National  African-American  Consumer 
Education  Organization  aruJ president  of 
its  local  chapter  in  Columbia,  South 
Carolina. 

It's  hard  to  get  help  in  hard  times. 
Around  1985  I  was  terminated  at  the 
telephone  company,  and  while  my  case 
was  being  arbitrated  I  was  unemployed. 
It  put  me  in  a  financial  bind.  So  I  had  to 
try  to  get  assistance  with  my  utility  bills 
and  it  was  hard  to  find.  Well,  where 
would  you  go? 

I  was  one  of  those  consumers,  I  didn't 
get  involved.  When  you're  working, 
making  a  good  salary,  you  think  every- 
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thing  is  okay  until  you  hit  rock-bottom. 
Then  you  go  to  these  agencies  and  the 
people  that  they  have  at  the  front  desk, 
they  treat  you  hke  you're  less  than  a 
person. 

The  company  didn't  have  cause  to 
terminate  me,  so  I  was  rehired  back  to 
my  same  salary.  But  by  then  I  had  ruined 
my  credit,  because  I  didn't  know  how  to 
handle  a  creditor,  h's  always  hard  to 
catch  up.  That's  why  1  feel  that  I'll  al- 
ways be  active  in  the  consumer  arena:  I 
know  what  it  feels  like  to  be  treated  less 
than,  because  you  don't  have. 

I  can  see  how  easy  it  would  be  to  get 
caught  up  in  it.  If  you  need  to  make  a 
mortgage  payment,  or  a  car  payment, 
and  they  say,  "Okay,  we'll  lend  you 
money."  You  know  you're  paying  al- 
most 25  cents  on  the  dollar  in  interest, 
but  you  feel  the  need  is  so  great  you  have 
nowhere  else  to  go.  So  you  will  borrow, 
borrow,  borrow  'til  you  can't  borrow  any 
more.  Some  of  the  scam  artists,  that's  a 
way  for  them  to  take  your  homes  and 
your  cars,  and  to  own  you  where  you 
never  get  out  of  debt.  That's  why  con- 
sumer education  is  so  important. 

I  became  interested  in  consumer  is- 
sues and  started  attending  conferences  in 
Washington,  D.C.  with  Rorence  Rice, 
who  is  now  president  of  our  national 
organization.  There  were  times  we  went 
to  conferences  and  there  were  just  maybe 
two  or  three  blacks,  including  Florence 
and  myself  So  we  noticed  there  was  a 
need.  We  don't  have  enough  people  at- 
tending the  conferences  to  spread  the 
word  in  our  communities. 

Right  now  we're  still  in  the  organiz- 
ing process.  Mainly  we're  working  out 
of  our  homes.  We  have  about  20  mem- 
bers. We  have  people  if  you  need  'em  I 
can  call  on  them.  Some  of  them  have 
been  through  the  same  thing  I've  been 
through. 

We're  grassroots  people.  I  have  a  job: 
I  work  10  hours  a  day,  four  days  a  week. 
But  I  can  do  a  lot  along  with  the  other 
volunteers.  We  can  network  and  provide 
information  in  our  spare  time.  We  can 
schedule  workshops  and  seminars  for 
different  groups,  just  empowering 
people  to  find  the  information  they  need. 

It's  basically  what  we  can  afford  out 
of  our  pockets,  and  friends  who  give 
money  to  help  us  with  something.  If  we 
need  some  printing  done  someone  will 
say,  "I'll  give  you  some  money  to  help 
you  with  that."  Or:  "Give  it  to  me  and  I'll 
take  it  to  my  office  and  make  you  some 
copies." 

I'm  also  active  in  the  Communica- 


tions Workers  union  and  the  NAACP,  so 
I  can  blend  consumer  education  with 
other  organizations  I  work  with.  My 
spare  time  is  spent  doing  volunteer  work. 
I  was  raised  up  with  that  —  that  you're 
supposed  to  put  back  what  you  can  into 
the  community.  I'd  rather  go  to  a  meet- 
ing or  a  seminar  than  go  to  a  party. 

LOCAL  DEVELOPMENT 

Four  corners,  La. 

Five  years  ago,  Irma  Lewis  remem- 
bers. Four  Comers  was  a  dying  commu- 
nity. The  hamlet  set  among  the  sugar 
cane  fields  of  southern  Louisiana  was 
full  of  decaying  clapboard  homes.  Many 
ofits  400  resi- 
dents —  whose 
average  income 
fell  below 
$  10,000  a  year  — 
saw  little  hope  for 
the  future. 

"Four  Comers 
was  a  place  for- 
gotten," says 
Lewis.  "But  we're 
on  the  map  now. 
People  know  Four 
Comers  exists." 

The  people  of 
Four  Comers 
turned  their  com- 
munity around  by 
uniting  to  rebuild 
it.  They've  been 
inspired  by  a 
simple  idea  — 
neighbor  helping      DOROTHY  GarriCK 
neighbor  to  save 
their  own  homes. 

The  Southem  Mutual  Help  Associa- 
tion, which  has  been  fighting  for  the 
rights  of  sugar  cane  workers  for  more 
than  two  decades,  came  to  Four  Comers 
in  1989  with  a  proposition:  It  would 
bring  in  plumbers  and  other  contractors 
to  provide  training.  Residents,  in  turn, 
would  pledge  to  pitch  in  and  work  until 
every  house  in  town  was  renovated. 

The  1 5  black  women  who  attended 
that  first  meeting  founded  the  Four  Cor- 
ners Self  Help  Housing  Comminee  and 
began  recruiting  other  residents.  To- 
gether they  pounded  nails.  They  sliced 
through  plywood  with  power  saws.  They 
sealed  busted  pipes.  In  all,  they  refur- 
bished three  dozen  homes.  Now  the  idea 
has  spread  to  the  neighboring  communi- 
ties of  Sorrel  and  Glenco. 

Loma  Bourg,  assistant  director  of 
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Southern  Mutual  Help,  says  that  some 
Four  Comers  residents  have  been  victim- 
ized by  shoddy  contractors.  Although 
such  abuse  was  not  the  impetus  for  the 
rebuilding  campaign,  Bourg  says  the 
self-help  idea  provides  a  grassroots 
model  that  could  be  transplanted  to 
other  towns  and  even  urban  neighbor- 
hoods as  a  way  of  heading  off  unscmpu- 
lous  home-repair  and  second-mortgage 
companies. 

To  make  it  work.  Bourg's  group  has 
helped  secure  more  than  $750,000  in 
federal  support.  It  has  also  worked  with 
Iberia  Savings  Bank  to  arrange  loans  at 
one  percent  interest  for  home  repair.  So 
far  28  of  30  applications  have  been  ap- 
proved, with  loans  ranging  from  $500  to 
$17,000.  No  bor- 
rower has  de- 
faulted. 

And  Four 
Comers  shows  no 
signs  of  tuming 
back.  When  Hur- 
ricane Andrew 
swept  into  Louisi- 
ana last  year  and 
destroyed  much 
of  what  it  had 
taken  residents 
three  years  to 
accomplish,  they 
simply  started 
over  and  rebuilt 
their  homes  better 
than  ever. 

The  storm 
blew  one 
woman's  home 
off  its  piers.  She 
was  ready  to  call 
it  a  total  loss  and 
move  away  —  until  Irma  Lewis  told  her 
to  close  her  eyes.  "I  want  you  to  visualize 
your  house  the  way  you  want  it,"  Lewis 
told  her.  "Think  about  how  you  want  it 
painted.  Think  about  how  you  want  your 
porch."  The  woman  closed  her  eyes. 
Soon  she  was  smiling.  Today,  Lewis 
says,  the  house  is  back  on  its  piers.  "And 
it's  beautiful." 

— Mike  Hudson  and 
Bernard  Chaillot 

COMMUNITY  CREDIT 

MT.  VERNON,  KY. 

Dwight  and  Shana  Mahaffey  have 
been  paying  the  Beneficial  Mortgage 
Company  $230  every  month  for  four 
years  to  buy  a  mobile  home  and  three- 
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acre  lot  near  Mount  Vernon.  Kentucky. 
Beneflcial,  a  subsidiary  of  one  of  the 
largest  consumer-finance  companies  in 
America,  charges  them  16.5  percent 
interest. 

The  Mahaffeys  boiTO  wed  $15,000 
from  Beneficial  in  April  1989.  Come 
next  spring,  the  five-year  note  comes  due 
—  and  they'll  still  owe  a  final  "balloon 
payment"  of  $  1 3.7 1 3. 

Fortunately,  the  couple  has  a  better 
deal  waiting  for  them:  Central  Appala- 
chian People's  Federal  Credit  Union  has 
promised  to  write  them  a  loan  at  10  per- 


9 
I 


without  tacking  on  insurance  charges 
and  other  hidden  fees.  In  the  process, 
they  have  established  themselves  as 
grassroots  centers  of  community  pride, 
economic  development,  and  consumer 
education. 

There  are  an  estimated  300  credit 
unions  nationwide  serving  limited-in- 
come borrowers.  Nearly  half  are  in  the 
South,  and  all  are  non-profit  institutions 
owned  and  run  by  their  depositors. 

In  many  ways,  these  credit  unions  are 
the  mirror  images  of  banks.  Banks  drain 
money  out  of  low-income  and  minority 
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LORNA  BOURG  OF  SOUTHERN  MlTTUAL  HELP  ASSOCIATION  CONFERS  WITH  IRMA  LEWIS  i 
HOUSING  RENOVATIONS  IN  FOUR  CORNERS,  LOUISIANA 


cent  interest.  Central  Appalachian  will 
refinance  some  small  consumer  loans  the 
Mahaffeys  already  have  with  the  credit 
union  and  add  them  into  a  loan  to  pay  off 
Beneficial.  In  all,  the  Mahaffey's 
monthly  debts  will  be  cut  in  half. 

Across  the  region.  Central  Appala- 
chian and  other  "community  develop- 
ment credit  unions"  are  providing  an 
alternative  to  hard-working  people  like 
the  Mahaffeys  who  are  often  shut  out  by 
banks  and  charged  painful  prices  by 
finance  companies,  pawn  shops,  and 
other  lenders  of  last  resort. 

Community  credit  unions  loan  money 
to  factory  workers,  the  elderly,  and  wel- 
fare recipients  at  affordable  rates  — 


communities  by  taking  deposits  from 
poor  neighborhoods  and  using  the 
money  to  make  loans  to  people  in  more 
affluent  areas.  By  contrast,  credit  unions 
funnel  money  into  low-income  commu- 
nities by  making  loans  only  to  their 
members,  and  by  attracting  "non-mem- 
ber" deposits  from  corporations,  founda- 
tions, churches,  and  other  non-profits. 

Bankers  say  loaning  money  to  low- 
income  and  minority  people  is  too  risky. 
Credit  unions  across  the  region  are  prov- 
ing them  wrong: 

▼  Throughout  North  Carolina,  the 
Self-Help  Credit  Union  offers  mortgages 
to  low-income  home  buyers  and  pro- 
vides credit  to  non-profit  groups,  em- 


ployee-owned businesses,  and  other 
agents  of  social  change.  Founded  in 
Durham  a  decade  ago  with  bake-sale 
proceeds,  Self-Help  now  manages  $40 
million  in  assets.  It  was  recently  touted 
on  Capitol  Hill  as  a  model  that  could 
help  President  Clinton  live  up  to  his  cam- 
paign promise  to  create  100  "community 
development  banks." 

T   In  the  northwestern  panhandle  of 
Florida,  the  North  East  Jackson  Area 
Federal  Credit  Union  sits  in  a  trailer  in 
Pearl  Long's  side  yard,  surrounded  by 
fields  of  peanuts.  Its  members  —  many 
of  them  independent  Afri- 
can-American farmers  — 
pool  their  money  for 
crop  loans  and  used-car 
financing. 

T  For  hundreds  of 
miles  around  Berea,  Ken- 
tucky, Central  Appala- 
chian People's  Federal 
Credit  Union  lends  out 
$1.2  million  a  year  to 
poor  and  working-class 
borrowers.  It  has  1,500 
individual  members,  as 
well  as  more  than  40 
member  organizations 
that  serve  as  branch  of- 
fices, including  schools, 
housing  projects,  and 
even  a  plastics  factory. 

"THEY  WORK  So  WELL" 

Despite  their  suc- 
cesses, such  "limited- 
income"  credit  unions 
represent  barely  two  per- 
cent of  the  1 3,000-plus 
credit  unions  nationwide. 
50UT  "I'  amazes  me  there  aren't 

more  of  these,  because 
they  work  so  very  well," 
says  Mike  Eichler.  a 
community  organizer  in  New  Orleans 
for  the  non-profit  Local  Initiatives 
Support  Corp. 

■They  also  remain  tiny  compared  to 
banks  and  employer-ba.sed  credit  unions. 
In  1991 .  these  poor  people's  institutions 
averaged  less  than  $2  million  in  assets, 
compared  to  $  1 7  million  for  all  credit 
unions. 

History  —  and  government  intransi- 
gence —  have  something  to  do  with  why 
there  are  so  few  of  them.  Grassroots 
credit  unions  first  emerged  in  Southern 
black  communities  during  the  1940s, 
enabling  those  cut  off  by  mainstream 
banks  to  pool  resources  and  borrow 
money.  The  federal  government  copied 
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the  idea  during  the  1960s,  creatiiig  at 
least  400  as  part  of  the  War  On  Poverty. 

The  feds  invested  lots  of  money  in 
setting  them  up,  but  did  httie  to  ensure 
training  and  stability.  "By  1967  or  1968. 
they  pulled  the  rug  out  completely,"  says 
John  Isbister,  an  economist  at  the  Uni- 
versity of  California  in  Santa  Cruz  who 
has  studied  credit  unions.  "They  just 
stopped  funding  them  —  and  most  of 
them  just  failed." 

One  hundred  or  so  survived,  but  the 
casualty  rate  from  that  haphazard  effort 
provided  a  ready  excuse  for  Republican- 
appointed  regulators  who  didn't  care 
much  for  the  idea  of  credit  unions  for  the 
poor.  During  the  1980s,  Isbister  says, 
federal  officials  repeatedly  held  back 
federal  loans  to  grassroots  credit  unions 
and  Umited  the  amount  of  "non-mem- 
ber" deposits  they  could  take  in.  In  the 
late  1980s,  the  savings  and  loan  debacle 
—  created  largely  by  Reagan-era  deregu- 
lation —  offered  yet  another  rationale  for 
hindering  the  growth  of  community 
credit  unions. 

Many  have  had  a  tough  time  of  it. 
Federal  regulators  have  repeatedly 
threatened  to  shut  down  the  North  East 
Jackson  credit  union  in  Greenwood, 
Florida.  Created  during  the  1960s  to 
support  civil  rights  activists  denied  credit 
by  the  local  white  power  structure,  the 
credit  union  earned  only  35  cents  in  in- 
terest during  its  first  year.  By  1980,  its 
loan  dehnquency  rate  had  soared  to  30 
percent.  But  under  the  leadership  of 
Pearl  Lxjng,  a  retired  teacher  whose 
equipment  shed  housed  the  credit  union 
for  a  while,  the  lender  has  squeezed  its 
late-payment  rate  to  2.5  percent  —  close 
to  the  national  average  of  1 .6  percent. 
In  Kentucky,  Central  Appalachian 
has  also  cut  its  late-payment  rate  in  re- 
cent years  and  now  writes  off  barely 
three  percent  of  its  loans  as  a  loss. 
Marcus  Bordelon,  a  former  banker  and 
VISTA  volunteer  who  manages  the 
credit  union,  says  the  lender  works  with 
borrowers  who  fall  behind,  stretching  out 
payments  and  helping  them  get  on  their 
feet. 

Bordelon  says  the  credit  union  is  also 
there  for  anyone  who  gets  into  trouble 
with  for-profit  lenders.  One  member  who 
didn't  know  Central  Appalachian  offered 
loans  in  addition  to  savings  accounts 
went  to  Kentucky  Finance  Company  to 
borrow  $500.  The  lender  made  him  put 
up  his  car  as  collateral,  and  then  added 
on  $300  in  insurance,  car  club  member- 
ship, and  other  fees.  At  36  percent  inter- 
est, the  borrower  would  have  owed  more 


than  $  1 ,000.  He  escaped  by  refinancing 
with  the  credit  union  at  16  percent  ^ 
with  free  credit  insurance  and  no  collat- 
eral required. 

Another  credit  union  member  signed 
up  to  "rent  to  own"  a  TV  and  stereo  from 
Curtis  Mathis  for  $37  a  week.  After  three 
months,  she  realized  she  was  going  to 
pay  $4,000  for  items  priced  at  $  1 ,700. 
When  her  phone  and  cable  hookup  were 
cut  off,  she  went  to  the  credit  union  and 
borrowed  money  to  buy  the  things 
outright 

Dwight  and  Shana  Mahaffey  have 


check.  They  don't  care  what  the  interest 
rate  is." 

To  educate  consumers  about  their 
financial  options.  Central  Appalachian 
holds  workshops  and  includes  "scam 
alerts"  in  its  newsletter.  Credit  union 
advocates  also  hope  federal  officials  will 
expand  access  to  affordable  credit  by 
providing  seed  money  and  fairer  rules 
governing  financial  institutions.  Presi- 
dent Clinton,  they  point  out.  could  have 
been  talking  about  grassroots  credit 
unions  when  he  said  before  the  election: 
"I  think  every  major  urban  area  and  ev- 

Photo  try  Raiulall  Patrick 


Facing  a  huge  payment  on  their  mortgage,  Shana  and  Dwight  Mahaffey 
went  to  a  grassroots  credit  union  —  and  cttt  their  debt  in  half. 


used  loans  from  Central  Appalachian  to 
cover  hospital  bills  for  their  children  and 
repay  a  student  loan  that  put  Shana 
through  business  school.  "Anytime  I 
want  anything,"  Dwight  says,  "all  I  have 
to  do  is  go  to  the  credit  union." 

Dwight,  who  works  as  a  manager  at  a 
McDonald's  and  helps  run  his  parents' 
sporting  goods  store,  is  also  using  the 
credit  union  to  get  out  of  the  16.5-per- 
cent mortgage  on  the  trailer  and  land  he 
and  Shana  bought  from  her  parents.  His 
in-laws  already  had  a  mortgage  from 
Beneficial,  and  the  Mahaffeys  thought  it 
would  be  convenient  to  stick  with  the 
same  lender. 

"The  thing  with  finance  companies, 
they  make  it  so  easy,"  Dwight  says. 
"Somebody  needs  some  money  real  fast 
they  go  into  Kentucky  Finance  or  Ben- 
eficial and  in  30  minutes  walk  out  with  a 


ery  poor  rural  area  ought  to  have  access 
to  a  bank  that  operates  on  the  radical  idea 
that  they  ought  to  make  loans  to  people 
who  deposit  in  their  bank." 

Mike  Eichler,  the  New  Orleans-based 
activist  says  credit  unions  don't  cost 
much  to  run,  especially  when  other  non- 
profits and  churches  donate  office  space 
and  staff.  Most  of  the  time  and  money 
goes  into  start-up  —  investing  the  leg 
work  needed  to  drum  up  community 
support.  Such  effort,  he  emphasizes, 
brings  results. 

"I  don't  think  there's  apathy  about 
the  fact  that  people  are  stuck  with  hav- 
ing to  pay  30  percent  for  a  loan,"  Eichler 
says.  "It's  just  a  matter  of  convincing 
them  through  organizing  that  there  is  an 
alternative."  □ 

—  Mike  Hudson 
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RESOURCES 


To  help  fight  businesses  that  profit 
from  the  poor,  the  Institute  for  Southern 
Studies  is  sponsoring  a  new  newsletter 
called  Poverty,  Inc.  Published  quarterly 
by  journalist  Mike  Hudson,  the  newslet- 
ter will  serve  as  a  resource  for  consum- 
ers, community  activists,  social  workers, 
scholars,  journalists,  attorneys,  and  oth- 
ers concerned  about  poverty. 

Each  issue  will  combine  in-depth  in- 
vestigation and  analysis  with  "how-to" 
articles  that  tell  consumers  and  their  ad- 
vocates how  to  avoid  rip-offs  and  create 
non-profit,  community-based  alterna- 
tives. The  newslette;  vill  also  focus  on 
poverty-related  issues  such  as  labor 
pools,  urban  "renewal"  programs,  and 
real  estate  speculation. 

To  subscribe,  send  $  1 8  to  Poverty 
Studies,  P.O.  Box  469 1 .  Roanoke,  VA 
24015.  or  call  (703)  989-4127. 


ORGANIZATIONS 


ASSOCIATION  OF  COMMUNITY 
ORaANIZATIONS  FOR  REFORM  NOW 

1024  Elysian  Fields  Avenue 
New  Orleans.  LA  70117 
(504)  94:M)044 

Fights  bank  discrimination  and  works  for 
home  ownership  by  low-  and  moderate-in- 
come citizens. 

CENTRAL  APPALACHIAN  PEOPLE'S 
FEDERAL  CREDIT  UNION 

P.O.  Box  504 

Berea.  KY  40403 

(606)  986-1651 

Offers  savings  accounts  and  personal 

loans  and  conducts  financial  education 

seminars. 

CmZENS  ADDRESSING  PUBUC  SERVICE 

The  Reverend  Minnie  Davis,  chainvoman 

3534  Prince  Road 

Augusta,  GA  30906 

(706)  796-1571 

Combats  predatory  lending  and 

redlining  'n  minority  and  low-income 

neighborhoods. 


COAUT10N  FOR  ABUSED  CONSUMERS 

Richard  Bell,  director 

P.O.  Box  770306 

Houston,  TX  77215 

(713)  343-9639 

Fights  harassment  by  bill  collectors. 

CONSUMER  FEDERATION  OF  AMERICA 

1424  16th  Street  NW.  Suite  604 
Washington,  DC  20036 
(202)  387-6121 

Conducts  studies  on  credit  insurance,  ac- 
cess to  banking  services  and  other  areas 
of  importance  to  low-income  consumers. 

HOME  DEFENSE  PROGRAM-ATLANTA 
LEGAL  AID 

William  Brennan,  director 

340  W.  Ponce  de  Leon.  Suite  100 

Decatur,  GA  30030 

(404)  377-0701 

Serves  as  an  information  clearinghouse 

for  lawyers  and  journalists  investigating 

mortgage  abuses. 

NATIONAL  AFRICAN-AMERICAN 
CONSUMER  EDUCATION  ORGANIZATION 

Dorothy  Garrick,  Southern 
regional  director 
1613  Fairhaven  Drive 
Columbia,  SC  29210 
(803)  772-0204 

A  new  organization  developing  local  chap- 
ters throughout  the  nation. 

NATIONAL  CONSUMER  LAW  CENTER 

11  Beacon  Street 
Boston,  MA  02108 
(617)  52*8010 

Assists  attorneys  who  represent  low-in- 
come consumers  and  provides  informa- 
tion to  journalists  and  others. 

NATIONAL  FEDERATION  OF  COMMUNITY 
DEVELOPMENT  CREDIT  UNIONS 

120  Wall  Street.  10th  Roor 

New  York,  NY  10005 

(212)809-1850 

Provides  technical  help  to  low-income 

communities  that  want  to  maintain  or 

start  their  own  credit  unions. 

PUBUC  INTEREST  RESEARCH  GROUP 

215  Pennsylvania  Avenue  SE 
Washington,  DC  20003 
(202)  546-9707 

Lobbies  on  consumer  issues  and  con- 
ducts surveys  on  rent  to-own  prices  and 
access  to  banking  services. 


SOUTHERN  RNANCE  PROJECT 

329  Rensselaer 

Charlotte.  NO  28203 

(704)372-7072 

Monitors  financial  markets  and  policy  issues. 

SOUTHERN  MUTUAL  HELP  ASSOCIATION 

5002  Old  Jeanerette  Road 
New  Iberia,  LA  70560 
(318)  367-3277 

Fights  for  the  rights  of  farmworkers  and  spon- 
sors a  community  home-repair  program. 

UNION  NEIGHBORHOOD  ASSISTANCE 
CORPORATION 

321  Columbus  Avenue 
Boston.  MA  02116 
(617)  267-1144 

(800)  96-SHARK  (hotline  for  mortgage-abuse 
complaints) 

Organizes  against  predatory  lenders  and  con- 
ducts a  nationwide  study  of  exploitive  mort- 
gage lending. 

VIRGINIA  CITIZENS  CONSUMER  COUNCIL 

Jean  Ann  Fox.  president 

7115  Leesburg  Pike.  Suite  215 

Falls  Church.  VA  22043 

(804)  867-7523 

Lobbies  for  better  laws  on  used<ar  sales, 

check  cashing,  and  other  consumer 

transactions. 
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Cashing  fees 
almost  drown 
welfare  checks 

Around  the  first  of  each  month, 
when  poor  people  in  Hampton 
pick  up  their  food  stamps  at 
Almost  A  Banc,  they  can  also 
cash  their  welfare  checks. 

For  a  fee. 

For  Almost  A  Banc,  which  makes 
money  by  charging  money  to  cash 
checks,  distributing  food  stamps  is  tak- 
ing advantage  of  a  natural  market. 

"We're  located  in  areas  where  a  sig- 
nificant number  of  people  get  govern- 
ment checks,"  said  tlob  Bucceri,  vice 
president  of  Almost  A  Banc's  parent 
company.  "I  know  a  certain  number  of 
people  cash  those  checks  with  us.  I 
don't  really  have  any  statistics.  We  ask 
all  our  customers  what  we  can  do  for 
them.  If  they  get  food  stamps,  we  ask 
them  if  they  need  a  check  cashed." 

That  makes  good  business  sens^  '  ' 
what  kind  of  public  policy  does  it  maKe.-* 

Hampton  pays  Almost  A  Banc  75 
cents  per  transaction  for  distributing 
publicly  funded  food  stamps.  However, 
neither  the  city  nor  the  state  restricts 
how  much  the  business  charges  to  cash 
checks  issued  by  the  government. 

"People  who  go  there  are  not 
required  to  cash  public  assistance 
checks,"  Hampton  Social  Services 
Director  Walt  Credle  said.  Thaf  s  real- 
ly outside  the  food  stamp  program.' 

Still,  Hampton's  deal  with  the  private 
sheck-cashing  company  has  the  poten- 
tial to  take  money  out  of  the  pockets  of 
people  who  badly  need  every  penny  of 
it. 

The  city's  food  stamp  distribution 
system  is  unique  on  the  Peninsula  and 
.  one  of  only  a  few  such  operatioos  in 
Virginia,  according  to  state  officials. 

For  years  Hampton  distributed  food 
stamps  through  Old  Point  National 
Bank,  First  American  Bank  and  the  old 
Sovran  Bank,  now  called  NationsBank. 
A  year  and  a  half  ago,  Credle  said. 
Sovran  pulled  ouL 
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"Sovran  carried  about  half  of  our 
business,"  Credle  snid  "It  created  a  cri- 
sis. We  pay  the  lowest  transaction  rate 
I  know  of.  When  we  put  the  distribu- 
tion out  for  bid,  no  banks  were  inter- 
ested. The  one  organization  that  did 
express  an  interest  was  Almost  A  Banc." 

In  March.  1991 ,  the  aiy  signed  a  one- 
year  contract  with  three  one-year 
renewal  options.  The  first  renewal  was 
exercised  in  March  1992.  Either  party 
can  cancel  the  deal  with  60  days'  notice. 

"This  is  not  necessarily  static,"  Cre- 
dle said.  "We  reacted  to  a  crisis." 

Bucceri  said  Almost  A  Banc  makes 
a  small  profit  on  each  food  stamp  trans- 
action it  conducts. 

It  can  make  more  money  if  recipi- 
ents cash  their  welfare  checks. 

According  to  Bucceri,  the  company 
charges  at  least  2  cents  on  the  dollar  to 
cash  a  government  check.  That  comes 
to  $2  for  every  $100.  If  you  don't  have 
proper  photo  identification,  the  fee  is 
more.  Bucceri  said  he  couldn't  specify 
how  much. 

Poor  people  in  Hampton  have  other 
options. 

"We  encourage  clients  to  cash  checks 
at  the  banks  that  issue  them,"  said 
Deanne  Lineberry  of  the  state  social  ser- 
vices department.  "Then  there  will  be 
no  charge." 

Or  recipients  can  go  to  Old  Point 
National  to  get  their  food  stamps.  With 
a  photo  ID  and  a  welfare  card  they  can 
cash  their  government  checks  for  free, 
said  Old  Point  President  Bob  Kenner- 

ly- 

The  city's  other  food  stamp  distribu- 
tion site.  First  Ame"-"n  Bank,  charges 
people  without  First  American,  accounts 
$6  to  cash  government  checks. 

"We'd  prefer  only  to  cash  checks  for 
our  customers,"  said  First  American's 
Wink  Pearce. 

Almost  A  Banc  is  happy  to  serve  any- 
body. For  a  fee. 

"We  are  to  banks  what  convenience 
stores  are  to  supermarkets,"  Bucceri 
said. 

And  check-cashing  fees  are  to  public 
aid  what  lead  boots  are  to  a  swinuner. 
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Banks  make  check 
cashing  work 


Cashing  checks  for  noncustomers  can  be  secure 
and  profitable,  and  it  can  help  attract  new  customers 


By  Penny  Lunt,  managing  editor 

About  28%  of  Americans 
don't  have  a  checking  ac- 
count at  a  bank.  Most  of 
these  people  get  checks 
cashed  at  check  cashing  stores,  the  su- 
permarket, or  the  liquor  store.  There  are 
about  5,000  check-cashing  stores  in  the 
U.S.,  more  than  twice  as  many  as  there 
were  five  years  ago. 

AtcotJiiig  lo  a  survey  ol  i.lictk-i.Jili- 
ing-store  users  conducted  in  1989  by 
The  Roper  Organization,  the  demo- 
graphics of  this  group  are  as  follows; 
youngish  (67%  are  under  40).  employed 
(73%  work  full  time),  somewhat  edu- 
cated (82%  are  high  school  graduates 
and  43%  attended  college),  and  ethni- 


cally mixed  (47%  are  black,  33%  are 
white,  and  18%  are  Hispanic).  Their  in- 
comes vary,  but  44%  make  more  than 
$20,000  a  year. 

About  67%  of  the  check-cashing 
clients  surveyed  have  bank  accounts. 
Asked  why  they  use  a  check  casher 
when  they  could  go  to  their  bank,  a 
third  (30%)  said  their  bank  was  closed 
when  llicy  needed  it.  Anullicr  Ib'/o  said 
the  check-cashing  outlet  was  faster  or 
easier  to  get  to  than  the  bank,  and  14% 
said  their  bank  was  too  crowded  or  its 
lines  were  too  long. 

While  most  banks  across  the  country 
cash  government  and  payroll  checks  for 
noncustomers,  many  do  not  promote 


Som«  regular  bonk 
customers  com*  to 
Flrjt  Chicago's 
ctieck  cashing  facility 
because  they  like  Its 
convenience. 
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the  service,  and  some  urban  banks  suy 
away  from  it  because  of  potential  risks. 

Others  have  decided  to  go  after  this 
market  and  have  found  ways  to  over- 
come the  two  common  concerns  banks 
have  about  cashing  checks  for  noncus- 
tomers: the  possibilities  of  losses  due  to 
fraud  and  of  overcrowded  lobbies. 

Cashers  turned  customers. 
Boston  Bink  of  Commerce  ($82  mil- 
lion) is  one  of  about  200  banks  that 
signed  up  for  a  Massachusetts  Bankers 
Association  program  under  which 
banks  cash  noncustomers'  welfare 
checks  for  a  maximum  fee  of  50  cents. 
The  bank  also  is  required  by  sute  law  to 
cash  federal  government  checks  for 
noncustomers. 

Boston  Bank  of  Commerce  hasn't 
had  any  lobby  traffic  problems  due  to 
check  cashing.  As  part  of  the  agreement 
with  the  banks,  the  welfare  department 
issues  checks  every  day  of  the  month, 
rather  than  just  once  or  twice  a  month, 
su  llicrc'i  no  iinc  Jay  wliin  ilic  liaiik  is 
swamped  with  welfare  checks  to  cash. 
Federal  check  recipients  tend  to  opt  for 
direct  deposit,  the  bank  says. 

The  bank  has  had  no  losses  on  these 
checks  in  the  three-and-a-half  years  it 
has  participated  in  this  program. 

The  welfare  depanment  issues  photo 
identification  cards  and  guar- 
antees reimbursement  to  banks 
for  phony  or  stolen  checks 
cashed,  provided  the  banks  use 
proper  procedures. 

Customer  service  represcn- 
I.1I1VCS  at  the  bank  encourage 
chrrk  rashers  lo  open  an  ac- 
count at  the  bank  and  have 
ilicir  checks  deposited  directly. 
They  also  ask  people  how  ihey 
pay  their  bills.  The  usual  an- 
swer is  with  money  orders. 
The  CSRs  then  explain  that 
over  a  year  the  cost  of  money 
orders  is  greater  than  the  cost 
of  a  basic  checking  account. 

"In  a  lot  of  low-income  ar- 
eas people  have  shied  away 
from  banks,'  says  Sandy  Jack- 
son, branch  administrator. 
I  III.  );i\i. ,  lliciii  an  iikcntivc 
to  mainuin  bank  accounts. 
'The  people  who  have  become  cus- 
tomers through  this  process  have  done 
very  well  with  checking  accounts,'  she 
adds.  'They  don't  bounce  checks  and 
they  cause  less  commotion  and  trouble 
than  other  customers.  In  the  long  run,  ii 
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would  be  profitable  to  banks  to  draw 
the  crowd  that  normally  runs  to  check 
cashing  facilities,  and  introduce  it  to 
banking.* 

Like  Boston  Bank  of  Commerce, 
Chemical  Bank,  New  York,  cashes  gov- 
ernment checks  for  free.  It  also  cashes 
noncustomers'  payroll  checks  at  no 
change,  as  an  accommodation  to  local 
businesses  and  to  attraa  new  customers. 

Chemical  has  handled  the  potential 
lobby  traffic  problem  by  setting  up  sep- 
arate facilities  called  Chexpress  that 
have  cash  counting  machines  installed  at 
teller  stations.  The  facilities  are  usually 
within  or  near  the  regular  branch. 

Bank  fees  are  lower.  The  aver- 
age fee  charged  by  a  check-cashing  out- 
let is  2%  to  3%  of  the  check's  face  val- 
ue. However,  check  cashers  are  lightly 
regulated  and  can  and  do  charge  any- 
where from  1  %  to  20%  of  the  check. 
Bank  fees  for  cashing  a  check  are  small 
(a  median  of  $3  or  1%),  where  they  ex- 
ist at  all.  Generally  it's  cheaper  to  de- 
posit checks  and  withdraw  money 
through  a  bank  checking  account  than  it 
is  to  use  a  check  casher.  An  anicle  in  the 
Federal  Reserve  Bank  of  Kansas  City's 
Economic  Review  estimated  that  a  fami- 
ly with  a  $24,000  annual  income  using  a 
check  cashing  outlet  spends  about  $396 
a  year  on  Hnancial  transactions.  A  fami- 
ly using  a  bark  checking  account  pays 
about  $107.96  a  year. 

It's  estimated  that  in  1990,  check 
cashing  outlets  earned  over  $790  million 
in  fee  income  by  cashing  ISO  million 
checks  worth  over  $45  billion.  Annual 
income  of  $150,000  for  a  small  check- 
cashing  store  is  not  uncommon,  accord- 
ing to  Yolanda  Brown,  vice-president 
and  manager  of  community  banking  ad- 
ministration at  Union  Bank. 

Such  profits  have  not  gone  unno- 
ticed. Check  cashers  have  been  accused 
of  gouging  the  poor.  Nessa  Eileen  Fed- 
dis,  senior  federal  counsel  at  ABA,  cau- 
tions that  banks  need  to  be  careful 
about  setting  their  fees,  because  they 
will  be  watched  very  closely. 

Make  it  a  line  of  business. 

While  Chemical  and  Boston  Bank  of 
Conunerce  cash  checks  as  an  accommo- 
dation. Union  Bank,  Los  Angeles,  and 
First  Chicago  do  it  to  obtain  fee  income 
and  new  clients,  and  have  set  up  check- 
cashing  facilities  in  neighborhoods  for- 
merly served  only  by  check  cashers. 
Union  Bank  (assets  of  $16  billion) 


this  year  has  set  up  several  check-cash- 
ing facilities  around  California.  One  is 
in  an  existing  branch  in  Hawthorne,  a 
part  of  Los  Angeles  that  has  a  lot  of 
Mexican  immigrants,  many  of  whom 
can't  write  their  name  in  Spanish,  let 
alone  English.  The  employees  in  the  fa- 
cility are  all  bilingual. 

In  June,  the  bank  set  up  an  annex  lo 
its  Oakland  branch  to  cash  government 
checks,  because  it  was  getting  a  large 
vclume  of  county  check  holders  there. 


"In  the  long  run,  it 
would  be  profitable  to 
banks  to  draw  the 
crowd  that  normally 
runs  to  check  cashing 
facilities,  and 
introduce  it  to 
banking" 

— Sandy  Jackson, 

Boston  Bank  of  Commerce 

During  the  first  month,  half  of  the 
county  check  recipients  used  the  annex. 

In  September,  Union  opened  a  free- 
standing check  cashing  unit  in  North 
Hollywood,  a  low-income  area. 

Traffic  moves  quickly  at  these  facili- 
ties— each  transaction  takes  only  40  sec- 
onds. The  bank  has  had  only  one  loss 
and  one  recovery,  and  it  attributes  this 
good  record  to  its  careful  verification  of 
identity  and  the  security  features  of  iu 
platform  system.  Although  the  check 
cashing  service  requires  only  one  piece 
of  ID  (which  is  all  many  people  can 
come  up  with),  the  bank  calls  the  tele- 
phone company  (to  make  sure  the  com- 
pany exists),  the  employer's  bank,  the 
employer,  and  other  references. 

The  platform  system,  purchased 
from  NRS  Financial  Systems,  Inc., 
Tustin,  Calif.,  scans  the  photo  and  sig- 
nature of  each  registrant  and  stores 
them  in  a  file  with  account  and  transac- 
tion information.  Tellers  call  up  these 
files  on  (heir  screens  and  can  tell  at  a 
glance  whether  or  not  they  have  the 
right  person.  They  also  can  sense  any- 
thing unusual  in  the  transaction  by 
comparing  it  to  the  iransactiort  history. 

Users  of  this  service  pay  $7.50  a  year 
for  membership  and  $3.S0  per  cashed 
check  and  get  a  limited  number  of  free 
money  orders  each  month. 


First  Chicago  also  opened  a  free- 
standing check  cashing  outlet  near  a 
regular  branch  in  January.  It  uses  the 
same  NRS  platform  system  Union  Bank 
does  and  charges  $3  per  check.  About 
300  people  had  signed  up  for  the  service 
as  of  October — two-thirds  were  em- 
ployed in  service  industries,  the  other 
third  were  pensioners  and  public  aid  re- 
cipients. Next  year,  the  bank  plans  to 
open  two  new  branches  with  check- 
cashing  facilities  within  or  near  them. 

The  only  problem  the  bank  is  having 
with  the  existing  facility  is  that  it's  not 
getting  quite  enough  volume,  according 
to  Kathleen  Gruszczyk,  president  of  the 
Western  Avenue  branch  and  supervisor 
of  the  nearby  check  cashing  facility. 

"We  have  the  lowest  price  in  town,' 
she  says.  "Wc  know  people  aren't  price 
sensitive,  because  they  will  spend  $8  per 
check  somewhere  else.  What  they  want 
is  more  convenience.'  The  local  check- 
cashing  stores  are  open  until  10:00  p.m., 
whereas  Gruszczyk's  facility  is  open 
until  6:00  p.m.  Next  year,  she  hopes  to 
keep  the  facility  open  until  9:00  p.m.  six 
days  a  week. 

Checking  account  phobia. 

Some  banks  find  that  when  they  offer 
basic  checking  accounts  to  people  who 
have  been  paying  to  get  their  checks 
cashed,  they're  not  interested. 

'A  consumer  would  be  bener  ser\'ed 
to  have  a  bank  account  than  to  use  a 
check  cashing  service,'  says  David  W. 
Mooney,  senior  vice-president  at 
Chemical.  'However,  there  are  con- 
sumers who  have  difficulty  maintaining 
a  bank  account  because  they  have 
volatile  balance  levels,  they're  living 
hand-to-mouth,  or  som^,  other  reason. 
There  are  also  some  consumers  who  just 
prefer  a  check  casher,  because  the  check 
casher  happens  to  have  a  more  conve- 
nient location  in  the  market  that's  rele- 
vant to  the  consumer,  or  its  hours  of 
operation  are  better." 

Rather  than  checking,  many  of 
Union  Bank's  check  cashing  customers 
have  requested  a  savings  account,  but 
have  been  unable  to  come  up  with  the 
required  two  pieces  of  ID  and  mini- 
mum balance.  Therefore,  the  bank  in 
September  introduced  a  savings  ac- 
count for  check  cashing  registrants  that 
requires  a  balance  of  under  $50,  no 
monthly  fee,  and  only  one  piece  of  ID. 
The  account  operates  like  a  Christmas 
Club  and  begins  paying  interest  after 
1 2  months.  B/ 
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Va.  Suing 
Firms  With 
Fast  Money 

Check-Cashing  Offer 
Illegal,  State  Says 


By  Steve  Bates 


Dawn  Keniley  was  working  part 
time  last  year  and  struggling  to  pay 
her  bills.  When  she  heard  a  radio  ad 
offering  quick  cash.  Keniley  said, 
she  didn't  think  twice  about  paying 
a  $28  fee  to  get  a  $100  advance  for 
two  weeks. 

1  didn't  have  anyone  I  could  bor- 
row from,"  said  the  35-year-okl  of- 
fice manager,  who  is  single  and  says 
she  takes  pride  in  paymg  her  debts 
on  time.  She  said  she  wrote  a  check 
for  $128  to  Cash  Now,  which  the 
Alexandria  firm  agreed  not  to  depos- 
it for  two  weeks,  and  she  was  handed 
$100  in  cash  the  same  day.  But 
Keniley's  financial  woes  contmued. 

She  said  she  went  back  to  Cash 
Now  about  10  times  during  the  next 
six  months,  typically  borrowing  $200 
for  two  weeks  and  paying  a  fee  of 
$56  each  time.  Finally,  when  one  of 
her  checks  to  Cash  Now  bounced. 
"They  Hpped  me."  She  said  she  was 
intimidated  and  charged  extra  fees 
that  forced  her  to  pay  back  more 
than  twice  the  amount  she  had  bor- 
rowed. "It  was  terrible."  the  Annan- 
dale  resident  said. 

Alexandria's  Cash  Now,  and  four 
compames  like  it  in  the  Tidewater 
area,  are  accused  in  lawsuits  filed  by 
the  sute  attorney  general  of  issuing 
illegal  loans  that  charge  customers 
with  annual  interest  rates  sometimes 
exceeding  1.000  percent. 

Typical  check-cashing  companies 
give  a  customer  cash  on  the  spot 
and  deposit  the  customer's  check 
immediately,  takmg  a  fee  that  often 
reaches  as  high  as  10  percent  of  the 
value  of  the  check.  These  so-called 
fringe  banks  are  common  in  low-in- 
come areas  where  many  residents 
do  not  have  personal  checkmg  ac- 
counts at  regular  banks. 

But  authorities  say  that  a  new 
breed  of  check-cashing  firms,  such 
as  the  Virgima  companies,  offers 
immediate  cash  for  personal  checks 
that  cannot  be  deposited  until  the 
customer'i  next  payday,  up  to  two 
week*  later. 


Companies  such  as  Cash  Now, 
which  are  poppmg  up  in  Virginia. 
North  Carolina  and  several  other 
sutes,  attract  workmg-class  people 
who  are  looking  for  small,  short- 
term  cash  advances  on  their  pay- 
checks, officials  say. 

Industry  and  law  enforcement 
officials  say  they  know  of  no  similar 
businesses  operating  in  the  District 
or  Maryland. 

"They  target  people  who  are  ex- 
periencing personal  financial  prob- 
lems, a  segment  of  the  population 
that  is  especially  vulnerable  to  this 
kind  of  abuse."  said  Virgmia  Attor- 
ney General  Stephen  D.  Rosenthal, 
whose  office  filed  the  five  Uwsuits 
after  receiving  coniplaints  from  cus- 
tomers. 

"In  the  last  two  years  this  vana- 
uon  on  check-cashing  has  been  pop- 
ping up"  around  military  bases  in 
several  sUtes.  said  Philip  Lehman, 
an  assistant  attorney  general  in 
North  Carolina  who  is  pursumg  legal 
action  against  four  firms  there. 

Houston  businessman  Floyd  R. 
Clark,  who  is  listed  on  Virginia  cor- 
porate records  as  president  of  Cash 
Now.  did  not  return  several  phone 
calls.  Alexandria  lawyer  Gregory  M. 
Wade,  who  represents  Cash  Now. 
also  did  not  return  phone  calls. 

Two  employees  of  the  Alexandria 
Cash  Now  office,  who  declined  to 
See  CASH.  D4,  CoL  1 


CASH.  From  Dl 


give  their  names,  said  they  had 
been  instructed  by  the  main  office 
in  Houston  not  to  comment  on  the 
Virginia  lawsuit. 

One  of  the  employees  described 
the  Alexandria  operation  as  "a 
chetk-cashing  business.  This  is  not 
a  kian  office.  We  do  not  charge  in- 
terest." he  said.  He  added.  "We  tell 
(customers]  that  it's  _an  advance- 
ment on  their  account." 

Such  companies  responding  to 
lawsuits  generally  claim  that  their 
busmess  is  cashing  checks,  not  mak- 
ing loans.  They  say  they  are  not  re- 
quired to  deposit  checks  immediate- 
ly. 

•TTje  companies  uke  the  position 

:  th^f  they  are  charging  fees   for 

:  chfck  cashmg."  said  Walter  D.  Kel- 

;  Iex3r..  a  Norfolk  lawyer  who  rep- 

;  resents  two  of  the  Tidewater  firms 

:  that '-were  sued.  "It  seems  silly  to 

•  saythat  if  you  wait  a  week,  some- 

:\mg  that  was  legal  [depositing  a 

-  cheii)  becomes  illegal."     '     ' 

-'-But  Jean  Ann  Fox.  president  of 

the    Virginia    Citizens    Consumer 

Council,  a  private  advocacy  group, 

said,  "There's  a  difference  between 

cashing  a  check  for  a  fee  and  doing 

kians  based  on  holding  checks."  The 

ne*^-    companies     "have      finally 

croued  over  a  Uoe."  abe  aakL 


Holding  checks  "is  really  a  lend- 
ing lunction  hidniK  bt-hind  a  front," 
said  Howard  Mandelbauiii,  exccu- 
Uve  director  of  the  New  Jersey- 
based  National  Check  Cashers  As- 
sociation. Companies  following  that 
practice  further  tarnish  the  repu- 
tation of  an  industry  that  already  is 
under  fire,  he  said. 

In  the  District,  Maryland,  Vir- 
ginia and  38  other  states,  tradition- 
al check<ashing  firms  that  deposit 
customers'  checks  immediately  can 
charge  any  fee  they  want. 

Though  some  traditional  check- 
cashing  companies  operate  oui  of 
storefronts  in  strip  malls.  Alexan- 
dria's Cash  Now  occupies  a  suite  in 
a  modern  office  building.  Customers 
are  urged  to  make  appointments. 

The  Cash  Now  application  form 
includes  the  following  notice:  "Ex- 
ample of  Cash  Now's  Services:  You 
wnte  us  a  check  for  $128.  We  wUI 
write  you  a  check  for  $100  that  you 
can  cash  immediately  or  deposit  to 
your  account.  Our  normal  process- 
ing of  your  check  takes  14  days.  In 
other  words,  it  will  be  two  weeks 
from  the  day  you  wnte  us  a  check 
before  we  deposit  your  check." 

Other  company  documents  pro- 
vided by  former  customers  warn  of 
criminal  penalties  for  customers 
who  write  checks  that  bounce  at  the 
end  of  the  two-week  period,  and 
they  spell  out  additional  late  fees. 

A  woman  customer  leaving  the 
Alexandria  office,  who  declined  to 
give  her  name,  said  that  she  had 
"never  had  any  problems"  with  the 
fees  and  practices  of  Cash  Now. 

■"I've  just  done  it  a  couple  of  times" 
when  money  was  tight,  she  said. 
"What  else  can  you  do?" 

The  suit  filed  last  month  against 
Cash  Now  in  Richmond  Circuit 
Court  has  not  been  heard,  but  state 
officials  said  they  have  obtauied  in- 
junctions in  previoubly  filed  cases 
against  the  four  Tidewater  compa- 
nies barring  them  from  making 
high-interest  loans.  Some  of  the 
companies'  check<abhuig  outlets 
have  gone  out  of  business. 

Rosenthal  is  seeking  a  similar  in- 
junction against  the  Alexandria  op- 
eration. He  also  is  asking  the  court 
to  bar  Cash  Now  from  collecung 
money  from  customers  and  to  seize 
the  company's  assets  and  make  re- 
funds to  customers. 

The  suit  against  Cash  Now  claims 
that  a  $56  fee  for  a  $200  loan  for 
15  days  represents  an  effective  an- 
nual interest  rate  of  681  percent.  If 
the  check  is  held  for  10  days,  the  m- 
terest  rate  becomes  1,022  percent, 
and  if  the  check  is  held  for  five 
days,  the  rate  is  2.044  percent,  the 
suit  alleges. 
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f  State  law  limits  interest  rates  for 
small  loans  at  12  percent  for  finns 
that  fin  not  hold  n  Virginin  rnnsum- 
er  finance  license,  officials  said.  A 
siKikcsiiKiii  fur  llic  Slalc  Coiinii.i- 
liun  Comniissiun  said  Cash  Now  has 
no  such  license. 

When  Dana  Onli-y  heard  a  radio 
ad  for  Ca.sh  Now.  the  Frederick. 
Md..  resideiil  thought  that  "il 
sounded  very  legitmiale."  Oiiley, 
31,  an  auditor  for  (he  District  court 
system,  said  she  went  to  the  Alex- 
andria office  to  yet  a  little  breathing 
room  in  her  personal  budget 
through  a  $100  advance. 

"I  didn't  think  $28  was  rt-ally  too 
niucii.'  Oiili'y  :>.ii<i.  "TlK-y'vi'  got  lo 
K>'t  some  nioiu  V  for  lluir  >frviri'." 
She  said  :>lu'  i.itcr  c.niie  biik  fur 
$^00.  and  liuixd  I  >  |>.iy  b.ii  k  that 
inoncry  with  .iiiittlu-i  adv.iiu't*.  but 
Mda  refused  .ilU'i  l.illiiiK  beluiid  uii 
|).ivnieiiK. 

Cash  Now  1  iiiil.K  led  llei  eiiipliiv- 
II  .111(1  Ilire.lli  ni'il  iii-l  vMlil  (  liill.ii.n 
|iii>M-i  uliiiii.  Unley  s.iid.  Willi  var- 
iim.-.  late  fei-s.  ^Iie  --nd.  ^lle  even- 
tll.llly  w.is  fdtietl  !•!  >llelt  (lul  $80(1 
li>l>.i>  (iff  a  $L'llli  .iili.iiur  .iIkiuI  I»'<i 
in<iiilli-<  l.ile. 

"I'llats  il.iii."  thiK)  s.iid.  "I 
work  lull  (lini'.  .niti  I  iii.ike  ^olhI 
incini-v   .  .  .  ll  u.i^  a  iii^'hlin.iK'  ' 

liiiinl.iilv.  Ki  mil  A    ~iiil.     I  liiiiiiil 

IIIVM'II     K'llni^     l'">     ill  IH'lllll'Ill"    nil 

C.i>li  Niiw  .iilv.iiii  i->  l.i^l  yi-.K. 

"Then,  there  was  no  mercy.  They 
said.  'If  you  diin'l  pay  ihis.  someone 
will  come  down  and  pick  you  up.'  " 
Keniley  recalled.  She  said  that 
when  they  demanded  more  than 
$400  to  pay  off  a  $200  advance  that 
was  about  a  month  overdue,  she 
thought,  'H'hat's  unusual,  but  I 
didn't  see  how  it  couldn't  be  legal.' 

She  eventually  paid  off  the  bal- 
ance. Added  Keniley,  who  now  is 
working  full  time,  *I  would  never, 
never  go  back.* 


Dawn  Keniley.  35,  of  Annandale.  says  she  became  too  dependent  on 
advances  freni  Cash  ^klw,  an  Alejiandria  firm  being  sued  by  Vitginta. 


D4  Tuesdav.Jhly6.  1993     ••• 

Fast  Cash  Adds  Up 
To  Bad  Loans,  Va.  Says 
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STATEMENT  FOR  THE  RECORD  OF 
THE  AMERICAN  BANKERS  ASSOCIATION 

TO  THE 
SUBCOMMITTEE  ON  CONSUMER  CREDIT  AND 

INSURANCE 
OF  THE  HOUSE  BANKING  COMMnTEE 

CONCERNING 
H.R.  1448,  THE  CHECK  CASHING  ACT  OF  1993 

AND  H.R.  2350, 
THE  FINANCIAL  SERVICES  ACCESS  ACT  OF  1993 

APRIL  28,  1994 
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STATEMENT  FOR  THE  RECORD  OF  THE 
AMERICAN  BANKERS  ASSOOATION 

TO  THE 

SUBCOMMTTTEE  ON  CONSUMER  CREDIT  AND  INSURANCE 

OF  THE  HOUSE  BANKING  COMMTTTEE 

CONCERNING 

H.IL1448,  THE  CHECK  CASHING  ACT  OF  1993 

AND  H.IU350,  THE  FINANCIAL  SERVICES  ACCESS  ACT  OF  1993 


The  Ajnerican  Bankers  Association  ("ABA")  is  pleased  to  submit  its  statement  for 
the  record  regarding  legislation  requiring  depository  institutioas  to  cash  federal,  state,  and 
local  government  checla  for  noncustomers  and  mandating  that  depository  institutions 
offer  basic  banking  accounts.   We  will  specifically  comment  on  H.R.  1448,  The  Check 
Cashing  Act  of  1993"  and  H.R.  2350,  the  "Financial  Services  Access  Act  of  1993." 

The  ABA  is  the  national  trade  and  professional  association  for  America's 
commercial  banks,  from  the  smallest  to  the  largest.  ABA  members  represent  about  90 
percent  of  the  industry's  total  assets.  Approximately  94  percent  of  the  ABA  members 
are  community  banks  with  assets  less  than  $500  million. 

SUMMARY 

ABA  agrees  with  the  Subcommittee  that  all  individuals  should  have  access  to  basic 
banking  products  such  as  checking  accounts  and  that  they  should  be  encouraged  to  use 
them.   However,  we  do  not  believe  that  legislation  mandating  that  banks  provide 
government  check  cashing  services  to  noncustomers  or  offer  bank  accounts  designed  and 
priced  by  the  Federal  govertmient  will  promote  this  purpose.  We  strongly  suggest  that 
the  government  instead  focus  on  more  promising  solutions  such  as  consumer  education 
and  more  efficient  programs  which  deliver  government  checks  electronically.   Moreover, 
the  proposed  legislative  solutions  are  unnecessary  since  low  cost  basic  bank  accounts  are 
abeady  widely  avaflable.  The  proposed  legislation  also  will  unfairly  impose  unreasonable 
financial  burdens  on  banks  and  subject  them  to  significant  fraud  risks.   If  the 
Subconmiittee  beUeves  that  fraud  losses  will  be  minimal,  it  should  amend  these  proposals 
to  indemnify  banks  for  any  compliance  losses.  Accordingly,  we  strongly  oppose  any  such 
legislation. 

While  the  motives  for  mandating  banking  services  may  be  worthwhile,  we  believe 
that  these  proposed  atAvtioas  are  miiguided.  The  {Hoposed  l^islation  is  not  ao  effective 
solution,  a  oMichKkHi  whicfa  is  in  Cact  supported  by  die  testteiony  of  the  consumer 
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advocates.   Since  low  cost  accounts  are  already  widely  available  and  cost  is  not  a 
significant  reason  that  pjeople  choose  not  to  have  an  account,  mandating  that  banks 
provide  a  government  designed  basic  bank  account  and  government  check  cashing 
services  will  not  signiflcantly  reduce  the  number  of  people  utilizing  check  cashing  outlets. 

Instead,  we  would  like  to  work  with  the  Subcommittee  to  increase  the  percentage 
of  p>eople  using  bank  accounts  by  educating  consumers  about  the  value  and  proper 
management  of  checking  accounts  and  the  widespread  avaflabflity  of  basic  bank  accounts. 
We  also  believe  that  the  electronic  beneGt  transfer  ("EBT")  plan  Vice-President  Gore 
recently  unveiled  offers  a  modem  and  practica]  solution  to  access  to  goveniment  benefits 
which  benefits  all  parties.  These  aj^jroaches  will  be  more  constructive  and  effective  than 
imposing  additional,  unjustifiable  burdens  on  the  banking  industry. 

We  also  strongly  object  to  a  Congressional  mandate  of  product  design  and  pricing 
for  a  highly  competitive  and  diverse  private  industry.  H.R.  1448  and  H.R.  23S0  would 
require  private  industry  to  subsidize  the  mandated  products.  There  are  costs  associated 
with  cashing  government  checks  and  providing  a  government  designed  and  priced  bank 
account,  inchidii^  fitiud  costs.  The  govenunent  should  not  require  banks  to  absorb  those 
costs.  Even  if  fees  were  permitted,  as  RR.  2350  allows,  many  banks  would  stiD  have  to 
subsidize  the  service.  Marginally  profitaUe  branches  and  institutions  located  in  low 
income  areas,  especially  including  minority  owned  banks,  would  be  particularly  harmed. 
The  burden  of  providing  these  products  could  well  reduce  branch  availability  in  low 
income  areas. 


Mandated  Government  Check  Cashing  Would  Increase  Bank  Exposure  To  Check 
Fraud  Schemes  and  Carrent  Losses  Would  Rise  DramaticaHv. 

First,  it  is  worth  noting  that  according  to  ABA's  1993  Retail  Banking  Report 
nearly  three  of  four  banks  already  cash  government  checks  for  noncustomers.   Second,  it 
is  important  for  the  Subcommittee  to  understand  why  some  banks  are  reluctant  to  cash 
government  checks  for  noncustomers  and  why  mandating  government  check  cashing  will 
invite  significant  fraud  losses. 

Members  of  the  Subcommittee  have  previously  asked  why  a  United  States 
financial  institution  would  not  cash  a  check  that  the  United  States  Government  stands 
behind.   These  questions  are  erroneously  based  on  the  belief  that  the  government  wiD 
pay  all  govenunent  checks  accepted  by  banks  and  that  government  checks  are  not  subject 
to  fraud. 

It  cannot  be  overstated  that  govenunent  checks  are  not  "guaranteed"  payment  and 
are  indeed  subject  to  fraud.   The  fraud  risks  often  do  not  originate  with  government 
check  recipients,  but  with  organized  criminal  enterprises  expert  at  perpetrating  fraud. 
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Banks  are  reluctant  to  cash  government  checks  for  noncustomers  for  legitimate 
business  reasons.   Although  there  is  little  doubt  that  the  United  States  Treasury  or  any 
government  entity  will  pay  properly  endorsed,  authentic  checks,  government  checks  are 
not  the  equivalent  of  cash.   For  instance,  the  U.S.  Treasury  will  not  pay  counterfeit 
checks,  checks  endorsed  by  someone  other  than  the  payee,  or  altered  checks.  This  means 
that  the  government  will  not  reimburse  banks  for  a  check  which  was  stolen  and  falsely 
endorsed  or  a  check  on  which  the  amount  was  altered.  They  will  not  pay  banks  for 
counterfeit  checks  which  banks  have  cashed  in  good  faith.  Generally,  banks  today 
protect  themseh'es  by  refusing  to  cash  checks  for  people  unknown  to  them  or  when  they 
believe  the  checks  to  be  stolen,  counterfeit,  forged,  or  altered. 

Some  proponents  of  mandated  govenmient  check  cashing  argue  that  because 
current  losses  to  banks  firom  uiKoDectible  Treasury  checks  are  tow,  there  are  no  fraud 
risks  associated  with  insistiiig  that  banks  cash  government  checks  for  anyone.  However, 
such  statistics  are  not  reliaUe  for  gauging  the  bill's  impact. 

First,  they  only  represent  losses  from  U.S.  Treasury  checks  and  do  not  show  losses 
from  state  or  kxal  government  checks.  Second,  and  most  importantly,  they  reflect  the 
losses  experienced  in  an  enviroimient  in  which  banks  and  other  check  cashers  may 
protect  themselves  by  refusing  at  their  discretion  to  cash  checks  for  strangers.  Fraud 
losses  would  rise  significantly  if  financial  institutions  were  deprived  of  such  discretion  and 
federal  regulations  effectively  provided  a  "how  to"  guide  for  criminal  scam  artists. 

Cashing  checks  for  noncustomers  on  a  selective  basis  is  a  deterrent.   It  is  a  policy 
which  discourages  and  makes  more  difficult  cashing  fi-audulent  checks.  To  maintain  that 
all  banks  should  cash  government  checks  for  noncustomers  because  current  losses  are  at 
an  "acceptable  level"  is  like  arguing  that  polio  vaccination  should  be  discontinued  because 
so  few  cases  of  the  disease  are  now  reported.   In  both  instances,  reason  suggests  that  the 
low  incidence  is  the  result  of  precautionary  measures  taken  and  not  a  justification  for 
dispensing  with  them.   Without  those  current  preventative  measures  on  which  banks  may 
choose  to  rely,  losses  from  fraudulent  government  checks  will  increase  dramatically. 

Nor  should  the  fact  that  many  banks  today  cash  government  checks  for 
noncustomers  be  a  basis  for  mandating  the  service.   Banks  today  are  protected  by  their 
ability  to  refuse  to  accept  questionable  checks  and  to  impose  security  procedures 
appropriate  for  the  individual  bank.  Such  discretion  would  not  be  permitted  under  the 
profxised  legislation. 

H.R.  1448  and  H.R.  2350  would  establish  a  window  of  opportunity  for  individuals 
to  use  banks  to  perpetrate  fraud  through  the  pretext  of  cashing  government  checks.  An 
individual  need  only  present  apparently  valid  checks  using  apparently  authentic 
identification.   Under  HH.  1448,  there  is  no  limit  on  the  number  or  amount  of  the 
checks  which  the  individual  may  insist  be  cashed.  There  is  no  ability  for  the  bank  to 
deny  the  stranger  evea  if  ft  bdievet  the  cbeck  is  coaoterfeft,  fbrgcd,  ftoka,  or  altered. 
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When  the  check  later  proves  to  be  uncollectible,  the  bank  will  likely  never  recover  the 
unlimited  amount  jsaid  out:  the  person  has  no  account  relationship  from  which  the  bank 
may  deduct  the  amount,  and  the  individual  undoubtedly  used  easily  obtainable  false 
identification  and  is  not  traceable.   For  small  banks,  particularly  inner  city  and  minority 
ones,  even  a  modest  check  represents  a  significant  loss  of  funds. 

Both  bills  assume  that  U.S.  Treasury  or  other  state  or  local  government  checks 
cannot  be  easily  and  credibly  copied,  counterfeited,  or  altered.  As  the  attached  news 
interview  and  articles  explain,  however,  today's  color  copy  machines  can  facilitate  the 
"perfect  crime"  by  copying  authentic  checks.  Similarly,  a  local  radio  station  reported  one 
man's  attempt  to  cash  an  altered  government  check.  The  man  obtained  a  legitimate 
government  check  by  overpaying  a  parking  ticket  and  receiving  a  refund.  He  then 
altered  the  amount  on  the  check,  significantly  increasing  the  amount   In  tlm  case,  the 
altered  amount,  which  exceeded  one  million  dollars,  drew  attention  to  the  check,  and  the 
man  was  caught  Under  H.R.  1448,  however,  the  bank  would  have  been  required  to  cash 
the  check  since  it  was  a  government  check  issued  to  the  person  presenting  the  check,  and 
the  bill  contains  no  limitation  on  either  the  type  or  amount  of  check  involved  under  its 
requirements.  The  bank  would  have  lost  over  one  million  dollars  which  the  government 
would  not  have  reimbursed. 

Counterfeit  and  stolen  checks  are  not  the  only  source  of  losses  from  govenmient 
checks.  Banks  report  today  of  their  losses  when  felse  claims  of  stolen  checks  are 
submitted  and  the  "stolen"  check  is  then  presented  for  encashment.  A  small  North 
Carolina  bank  reported  a  recent  rash  of  incidents  where  recipients  reported  a 
government  check  stolen  and  then  received  a  replacement  check.   The  recipients  then 
presented  the  original  check  with  appropriate  identification.   The  bank,  however,  has  no 
reason  or  way  to  know  that  payment  on  the  original  check  has  been  stopped.  The 
government  does  not  reimburse  for  "stopped  payment"  checks,  and  the  bank  ultimately 
must  pay  for  the  original  check.  TTie  amount  of  the  loss  does  not  justify  the  legal  and 
investigatory  costs  of  collecting  from  or  prosecuting  each  individual. 

H.R.  1448  and  H.R.  2350  would  inadvertently  encourage  such  criminal  behavior 
since,  under  the  bills,  banks  cannot  refuse  the  check  and  cannot  verify  authenticity. 
Indeed,  complaints  relating  to  losses  from  government  checks  have  focused  on  the 
frustrating  inability  to  verify  the  issuance,  payee,  and  amount  of  a  government  check. 
For  privacy  reasons,  the  government  will  not  confirm  such  information  inquiries. 

The  bill  assumes  that  "sufficient  identification"  will  adequately  protect  banks  fi'om 
fraud.     However,  as  even  college  students  under  the  legal  drinking  age  of  21  can  attest 
false  'legitimate"  identifications,  such  as  drivers*  licenses  and  birth  certificates,  are  easily 
and  inexpensively  obtained.   Indeed,  there  are  books  available  offering  instructions  on 
adopting  the  identity  of  a  new  and  fictitious  person  and  manufacturing  identifications. 
We  can  expect  that  the  criminal  use  of  felse  identifications  will  increase  if  the  law 
requires  banks  to  cash  government  checks,  as  the  proposed  legislation  does  not  allow 
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banks  to  deny  services  if  they  suspect  that  the  identification  is  fraudulent.  Furthermore, 
the  potential  for  monetary  gain  under  the  bills  presents  additional  incentive  for  the 
fraudulent  identification  business. 

If  the  government  fSeels  that  there  is  little  risk  involved  with  requiring  depository 
institutiont  to  cash  govemment  diecks,  it  should  be  willing  to  indemnify  banks  for  any 
associated  ktsses.  For  example,  Connecticut  requires  banks  to  cash  government  checks, 
but  indemnifies  them  for  losses. 


Direct  Deposit  and  Efff^f  Hegtmnic  AlteraativM  Offer  Reasonable 
Alteraatives  to  Mandated  Government  Check  CmMpi. 

ABA  believes  that  if  improvements  to  accessing  government  benefits  are  needed, 
the  government  should  focus  on  new  technok)gy  rather  than  perpetuating  a  paper-based 
system.  There  are  many  existing  programs,  and  promising  new  ones  being  devekiped,  to 
distribute  government  benefits  electronically.  We  believe  that  the  government  shoukl 
focus  on  promoting  these  safer  and  more  efficient  programs.  Such  programs  include 
direct  deposit  and  electronic  benefits  transfer  (^"EBT). 

Direct  depx)sit  payments  into  a  government  check  redpient's  account  have  these 
advantages  for  the  recipient  and  the  public  sector. 

*  Recipients  have  immediate  access  to  those  funds.  They  do  not  have  to  wait 
for  the  check  to  arrive  in  the  mail  and  then  deposit  it  personally. 

*  Recipients  are  protected  from  theft  of  the  check  itself  and  theft  of  the 
cashed  funds;  this  benefit  is  of  particular  value  to  elderly  and  disabled 
Americans.   Recipients  are  not  compelled  to  carry  large  sums  of  cash. 

*  Direct  deposit  encourages  recipients  to  establish  and  maintain  accounts  and 
may  thereby  encourage  savings  and  financial  planning. 

*  Direct  deposit  is  less  exf>ensive  for  all  levels  of  government  as  well  as  for 
banks  with  the  capacity  to  accept  direct  deposits.  The  Treasury  has 
estimated  that  the  cost  of  delivering  a  paper  check  is  26  cents  more  than 
the  cost  of  a  direct  deposit  payment. 

EBT  offers  many  of  the  same  advantages  of  direct  deposit,  but  is  available  to 
individuals  without  bank  accounts.  Briefly,  EBT  programs  rely  on  plastic  magnetic-stripe 
cards  and  personal  identification  numbers.  These  are  used  to  access  benefits  through 
electronic  terminals  such  as  ATMs  and  point-of-sale  terminals  in  grocery  stores. 
Recipients  can  receive  food  stamps.  Supplemental  Security  Income,  Aid  To  Families  with 
Dependant  Chiklren,  and  other  govemoKnt  benefits. 
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Recently,  Vice  President  Gore,  Joined  by  Health  and  Human  Services  Secretary 
Donna  Shalala,  Agriculture  Secretary  Mike  Espy,  and  Texas  State  Comptroller  John 
Sharp  announced  plans  for  a  new  nationwide  EBT  system.   The  Vice  President  noted, 
"By  usinf  tcchnolc^es  that  already  exist  on  the  information  superhighway,  this  program 
brings  the  federal  government  into  the  21st  Centory  to  deliver  services  more  safety  and 
effectiveiy,  with  lets  paperwork  and  less  cost  to  the  American  taxpayers."  Agricolture 
Secretary  Mike  Espy  added,  "With  the  catting  edge  technology  of  an  EBT  qrstem,  we  can 
cut  costs,  flraud  and  red  tape  in  several  govemmeat  programs. . .  The  EBT  system  is 
good  for  tke  recipient,  the  mcrtAaat,  aad  Ac  taxpayer.* 

The  Financial  Management  Services  of  the  E>epartment  of  the  Treasury  has  been 
particiilarly  active  in  promoting  EBT  and  providing  information  and  assistance  to  state 
and  federal  agencies  wishing  to  implement  EBT  programs.  About  thirty  states  have  EBT 
programs  in  different  stages  of  development.  Currently,  there  are  EBT  programs 
operating  in  eight  states. 

Such  programs  have  potentially  enormous  advantages  for  recipients  and  the 
government  Recipients  receive  faster  access  to  benefits,  greater  convenience  in  terms  of 
time  and  locations  of  accessing  benefits,  greater  security,  lower  costs,  and,  in  the  case  of 
food  stamp  benefits,  greater  privacy  and  dignity.   Participants  in  EBT  programs  have 
overwhelmingly  reported  that  they  prefer  EBT  systems  to  the  paper-based  systems. 
Nationwide  EBT  is  likely  to  curtail  use  of  check  cashing  stores.  The  govenmient  saves 
due  to  increased  efficiency  and  reduced  fraud.   We  agree  with  Vice  President  Gore  that 
the  government  should  invest  in  promoting  and  developing  such  electronic  based  systems, 
rather  than  perpetuating  a  less  efficient,  more  fraud-prone  system  based  on  paper 
checks. 


Depository  Institutions  Should  Not  Be  Required  To  Subsidize  Government 
Check  Cashing  Services. 

H.R.  1448  does  not  appear  to  allow  banks  and  other  depository  institutions  to 
charge  for  cashing  government  checks.     H.R.  2350  permits  a  fee  not  to  exceed  the  "real, 
direct,  and  demonstrable  costs"  of  providing  the  service  plus  a  profit  not  to  exceed  10%. 
We  absolutely  oppose  a  Congressional  mandate  which  banks  provide  a  subsidized  service, 
or  which  establishes  mandated  profit  margins. 

There  are  both  direct  and  indirect  costs  associated  with  cashing  government 
checks  including: 

•  general  branch  operating  expenses; 

*  operation  systems  expenses; 
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•  loss  of  interest  due  to  immediate  cash  payment; 

•  salaries  of  tellers  and  other  personnel; 

•  security  requirements  for  cash; 

•  vault  space  for  cash:  and 

•  costs  associated  with  fraud. 

In  addition,  banks  would  have  to  maintain  higher  volumes  of  cash  to  accommodate 
increased  check  cashing  activity.  Hokling  large  amounts  of  cash  in  the  branch  increases 
expenses  because:  1)  those  hmds  cannot  be  invested;  2)  transporting  cash  requires 
armored  cars  and  special  guards;  and  3)  storing  larger  amounts  of  cash  demands  larger 
vaults  and  more  security. 

For  banks  located  in  areas  with  large  populations  of  govenmicnt  benefit  recipients 
or  govenmient  workers,  the  costs  of  sta£Bng  crowded  branches  on  government  payment 
days  would  be  high.   Because  government  payments  usually  arrive  on  the  same  day  for 
an  recipients,  branch  usage  on  payment  days  could  severely  strain  the  banks'  resources. 

Banks  will  be  compelled  to  subsidize  the  government  check  cashing  service.  This 
additional  expense  will  not  be  borne  by  nonbank  competitors,  such  as  mutiial  funds, 
which  already  enjoy  other  competitive  advantages.   It  will,  however,  be  borne  by  the 
banks'  other  customers. 

Even  if  a  government-set  fee  were  established  as  H.R.  2350  envisions,  many  banks 
would  simply  not  recover  their  costs.   It  is  virtually  impossible  to  establish  a  fee  which 
fairly  represents  the  costs  of  aU  depository  institutions  nationwide.   As  with  many 
products  and  services,  costs  vary  greatly  from  institution  to  institution  and  from  one 
geographical  area  to  another.  For  example,  for  banks  located  in  urban  areas  with  large 
populations  of  government  workers  or  government  benefit  recipients,  the  costs  of  staffing 
overcrowded  branches  on  government  payment  days  may  be  far  greater  than  for  other 
depository  institutions.   On  the  other  hand,  small  rural  banks  with  virtually  no  demand 
for  this  product  would  be  forced  to  set  up  an  entirely  new  account  type  which  few 
customers  would  use.   And,  k)sses  attributable  to  fraud  will  vary  markedly  from 
institution  to  institution.   Even  if  it  were  possible  to  account  for  all  the  bank  cost 
elements  of  providing  the  service,  basing  a  fee  on  an  "average"  cost,  will,  by  its  very 
nature,  mean  that  some  depository  institutions  will  be  losing  money  on  the  government 
check  cashing  service. 

Any  "reasonable"  fee  proscribed  by  regulation  and  based  on  a  particular  bank's 
facts  and  circumstances  immediately  raises  all  the  problems  of  pricing  calculaticms  and 
cost  aUocations  inherent  in  any  system  of  jvice  controls.  Americans  prize  their  market 
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economy  because  it  avoids  the  distortions,  inefficiencies,  and  costs  which  accompany  such 
controls.  They  have  only  accepted  them  briefly  during  periods  of  national  crises.  Even 
then,  they  are  difficult  and  expensive  to  enforce  and  generally  produce  unanticipated  and 
unwelcome  economic  side  e£fects. 


Absorbing  the  Corti  of  Government  Check  Caahlnt  Would  Threaten  the 
VlahlHtv  of  MTflMUv  Profitable  Bnmche*.  Particulariv  Those  Located  In 
Low  Income  Atmi. 

The  additional  expenses  incurred  by  banks  bx  providing  government  check 
cashing  services  wiD  most  significantly  aCfect  those  branches  which  are  located  in  low 
income  areas  where  demand  can  be  expected  to  be  high,  and  which  may  already  operate 
at  a  loss  or  at  only  marginal  profitability. 

The  National  Bankers  Association,  a  trade  association  representing  minority  and 
women-owned  banks,  testified  before  the  Senate  Subcommittee  on  Consumer  and 
Regulatory  Affairs  in  May,  1989  that  the  burden  of  mandatory  government  check  cashing 
would  adversely  affect  its  members: 

lite  burden  of  employing  and  training  additional  tellers  to  acconmtodate  ...  the 
increased  number  of  government  issue  check  cashing  customers  would  be  borne 
most  heavily  by  minority-owned  institutions  simply  because  they  serve  low-income 
neighborhoods.   These  same  institutions,  which  often  operate  on  very  thin  profit 
margins,  can  least  afford  to  absorb  the  additional  costs. 

These  effects  would  be  even  more  severe  under  H.R.  1448,  given  its  wide-of)en  mandate 
and  requirement  for  the  provision  of  free  services. 

Thus,  contrary  to  the  intent  of  the  legislation,  the  proposed  legislation  will  inhibit 
the  opening  and  retention  of  branches  in  low  income  neighborhoods.   Rather  than 
assisting  those  living  in  low-income  areas  as  the  bill  intends,  the  availability  of  financial 
services  could  well  be  lessened  for  many  low-income  Americans. 


BASIC  BANKING  ACCOUNTS 

As  Consumer  Advocates'  Statemento  Soaport.  Cost  or  Lack  of  AvailaMlitv 

is  Nof  ftt  Rttfgg  Mmy  Pwriy  Cbwfg  Not  tQ  Hwvt »  ftrnk  Awwnt 

Thus  MaiidattM  Low  Cott  AcconnU  WIB  No«  Material^  Increase  the 
Nombcr  of  Peonic  With  Bank  Accoonts. 

As  we  have  already  stated,  ABA  believes  that  it  is  important  to  make  banking 
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services,  including  bank  accounts,  available,  affordable,  and  accessible.   While  there  is 
always  room  for  improvement,  we  believe  that  the  banking  industry  has  done  a 
commendable  job  in  offering  low-cost  basic  bank  accounts.  However,  cost  is  not  a 
significant  factor  for  those  who  choose  not  to  have  a  bank  account 

Many  consumer  advocates  a{ree  that  even  regular  bank  accoonts  are  cheaper 
than  using  a  check  cashing  outlet  They  dte  reasons  other  than  cost  to  explain  v>hy 
some  individuals  choose  not  to  have  an  acooont  They  also  agree  that  basic  bank 
aooounts  are  readily  available. 

Accordingly,  requiring  that  banks  offer  government  designed  basic  bank  accounts 
will  not  appreciably  increase  the  percentage  of  the  population  using  banking  accounts. 

The  Consumer  Federation  of  America  (XTA")  has  consistently  found  from  its 
surveys  of  bank  accounts  fees  that  it  is  cheaper  to  use  a  regular  bank  accoimt  than  to  use 
check  cashing  stores.   Both  its  September  1987  survey  and  its  naore  recent  June  1993 
survey  conclude  that  consumers  would  generally  pay  less  at  hanlring  institutions  than  at 
check  cashing  centers  and  would  get  more  for  their  money. 

According  to  CFA's  own  Jtme  1993  study,  (notwithstanding  the  many  flaws  in  its 
methodology,  conclusions  and  recommendations)  the  average  national  monthly  fee  for  a 
regular  checking  account,  assuming  that  the  bahiDCc  reqairaMat  Is  not  met,  is  $5.82. 
The  fee  is  usually  waived  if  the  balance  requirement  is  met.  Such  accounts  generally 
include  unlimited  check  transactions.   With  the  average  check  printing  fee  it  found  of 
$11.22,  this  totals  $81.06  per  year.   Again,  this  is  a  maximum  price  which  assumes  that 
the  minimum  balance  is  not  met  in  any  month.   Of  course,  many  banks  offer  basic 
banking  accounts  at  significantly  lower  costs. 

This  is  significantly  less  than  the  nearly  $186  to  $396  (depending  on  income)  per 
year  sp)ent  using  a  check  cashing  outlet  and  money  orders  quoted  by  ACXDRN  in  its 
testimony  before  this  Subcommittee.   Similarly,  The  Virginia  Citizens  Consumer  Council 
in  its  testimony,  after  reciting  the  costs  of  many  check  cashing  stores  and  the  affordable 
price  and  wide  availability  of  bank  services,  concluded  that  banks  and  thrifts  offer  less 
expensive  services  than  check  casbers. 

CFA,  in  testimony  before  another  Congressional  Subcommittee,  agreed.   In  its 
statement  before  the  Subcommittee  on  Human  Resources  and  Intergovenunental 
Relations  of  the  House  Government  Operations  Committee  on  July  13,  1993,  CFA 
quoted  $400  as  the  annual  cost  of  using  a  check  cashing  store.   Its  calculation  was  based 
on  an  article  by  John  Caskey  which  also  concluded: 

The  cost  of  obtaining  similar  services  from  a  bank  would  be  somewhat  less, 
according  to  a  1990  natima]  survey  of  bank  fees  by  the  Consumer  Federation  of 
America  (1990) . . .  R^aidlen  d  the  type  of  account  maintained,  it  ai^carf  a 
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family  would  save  significant  out-of-pocket  costs  by  conducting  its  financial 
transactions  through  a  bank  rather  than  a  check  cashing  outiet.'(Emphasis 
added.) 

In  addition,  ABA's  own  survey,  based  on  a  broader  and  more  reliable  cross- 
section  of  banks  than  the  CFA  study,  concludes  that  both  regular  checking  accounts  and 
the  less  expensive  "no-frills"  or  basic  bank  accounts  are  substantially  cheaper  than  using  a 
check-cashing  outlet 

According  to  the  ABA's  Retail  BanVing  ^gpOHr  for  the  majority  of  banks  charging 
a  monthly  fee,  the  median  monthfy  fee  for  a  regular  aooooBt  is  between  $S.OO  and  $530 
(depending  on  the  size  of  the  bank).  In  most  cases,  this  fee  is  waived  if  a  minimum 
balance  is  maintained.  This  amounts  to  $66  or  lest  aiuiuaUy,  plus  the  cost  of  check 
printing.  Thus,  the  co«t  of  a  regular  bank  accoimt  is  significantly  less  than  the  $400 
annual  cost  cited  for  using  a  check  cashing  outlet 

Moreover,  basic  bank  accounts  which  are  even  less  expensive  than  regular 
accounts  are  widely  available,  as  the  Virginia  Qtizens  Consumer  Councfl  agreed  in 
testimony.  A  basic  bank  account  is  usually  a  low-cost  or  free  account  The  number  of 
free  transactions  may  be  limited.  For  example,  most  allow  ten  free  check  transactions 
per  month,  but  charge  for  additional  ones.  The  Virginia  Citizens  Consumer  Coimcfl 
testified  that  it  foimd  from  its  survey  of  Virginia  banks  that  46  of  the  59  banks  and  thrifts 
(78%)  responding  offered  a  free  or  krw  cost  banking  account 

ABA's  1993  survey  supports  this  conclusion  that  basic  banking  accounts  are  widely 
available:  about  91%  of  the  largest  banks  offer  a  basic  bank  account  about  73%  of  those 
with  asseu  between  $300  and  $999  million  do,  and  60%  of  those  with  assets  under  $300 
million  do.   The  median  fee  charged  on  a  basic  bank  account  ranges  from  $2.50  and 
$3.00  (depending  on  the  size  of  the  bank).  This  amounts  to  less  than  the  cost  of  a  Big 
Mac  and  soda  per  month.    It  means  $30  or  less  per  year  plus  the  cost  of  check  printing. 
Thus,  for  less  than  $1  per  week,  low-income  Americans  can  readily  obtain  an  insured 
bank  account  which  meets  both  their  check-cashing  and  check-writing  needs. 

Critics  such  as  ACORN  have  charged  that  basic  bank  accounts,  as  we  define, 
them  have  high  minimum  balance  requirements,  require  high  initial  deposits,  have  high 
overdraft  fees,  involve  discrimination  such  as  lack  of  access  to  tellers,  or  have 
unreasonable  restrictions  on  the  number  of  monthly  transactions. 

These  accusations  are  baseless.  Our  study  shows  that  for  basic  bank  accounts,  the 
required  initial  deposit  is  between  $50  and  $100,  the  average  minimum  balance 


^  "Check  Cashing  CXjtlets  in  the  U.S.  Financial  System,  "Economic  Review. 
Nkivember/Deoember  1981.  p.  50 
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requirement  to  avoid  the  monthly  fee  is  between  $250  and  $300,  overdraft  fees  are  the 
same  as  for  other  accounts,  and  basic  bank  accountholders  have  the  same  access  to 
tellers  as  other  customers. 

Moreover,  the  criticism  of  the  "high  monthly  balance  requirement"  is  misleading. 
This  is  only  the  balance  required  to  avoid  the  average  $2.50  to  $3.00  fees.  It  is  not,  as 
suggested,  used  for  purposes  of  closing  an  account  Accounts  are  not  closed  for  failing  to 
meet  the  minimum  monthly  balance  unless,  of  course,  the  account  is  repeatedly 
overdrawn. 

Some  consumer  groups  claim  to  refute  these  surveys  and  argue  that  basic  bank 
accounts  are  not  widely  avaOable  in  this  country.  However,  their  surveys  often  define 
"basic  bank  account"  so  rigidly  that  few  accounts  qualify  unless  they  are  completely  free 
and  so  expansive  that  they  go  far  beyond  the  "no  frills"  concept.  In  many  cases,  if  their 
definition  of  basic  bank  account  were  mandated,  few  customers  would  choose  another 
account  The  mandated  account  would  thus  "camubalize"  the  banks'  other  checking 
accounts  now  utilized  by  existing  higher-income  customers. 

For  example,  the  New  York  PubBc  Interest  Research  Group,  Inc.  (TTVPIRG") 
several  years  ago  claimed  to  refute  the  New  York  Banking  E)epartment's  conclusions 
regarding  the  widespread  availability  of  basic  bank  accounts.  Its  conclusions  were  based 
on  a  definition  of  low  cost  checking  account  as  one  which  requires  "a  minimum  opening 
balance  of  $10  or  less  with  no  average  balance  requirement  thereafter  and  at  least  five 
checks  with  no  fees  for  maintaining  the  account."   Obviously,  this  is  a  subsidized  account 
since  the  banks  would  be  offering  it  at  far  less  than  cost. 

Similarly,  for  purposes  of  its  surveys,  CFA  in  the  past  has  defined  a  basic  bank 
account  as  one  which  allows  ten  withdrawals,  does  not  require  sole  use  of  ATM  machines 
for  withdrawals,  costs  no  more  than  $3  "total"  on  a  monthly  basis,  and  requires  no  more 
than  $25  "opening  and  minimum"  balance.   Under  this  definition,  many  creative  and 
inexpensive  accounts  would  not  qualify.   For  example,  an  account  which  offered  8  rather 
than  10  withdrawals  would  not  qualify  even  though  it  exceeded  the  CFA's  other  three 
criteria;  similarly,  another  account  requiring  a  modest  $50  opening  balance  would  also 
fail.   Yet,  small  minimum  balance  requirements  can  be  helpful  to  account  holders  by 
helping  them  avoid  overdrafts  and  penalties  due  to  small  checkbook  miscalculations. 
Predictably,  under  the  CFA's  restrictive  definition  it,  finds  few  basic  bank  accounts. 

Notwithstanding  the  wide  availability  of  basic  bank  accounts,  individuals  use  check 
cashing  outlets  for  reasons  other  than  the  cost  of  a  bank  account.   Indeed,  according  to 
surveys  done  by  the  Consimier  Bankers  Association  and  the  National  Check  Cashers 
Association,  Inc.,  between  60%  and  70%  of  individuals  using  check  cashing  outlets 
already  have  a  bank  account.  These  individuals  are  able  to  deposit  checks  and  withdraw 
cash  without  additional  charge.  They  must  receive  funds  from  govenunent  checks  on  the 
day  after  deposit  punuant  to  the  Expedited  Funds  Avaflability  Act  Thus,  mai^  could 
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avoid  paying  check  cashing  fees,  but  choose  not  to. 

Studies  have  shown  that  those  who  do  not  have  bank  accounts  choose  not  to  have 
an  account  for  a  variety  of  reasons  unrelated  to  the  cost  of  an  account   For  example: 

comfort  with  their  present  personal  cash  management  system; 

perceived  inability  to  manage  a  checking  account  and  know  its  current 
balance; 

preference  or  need  to  deal  with  cash; 

fear  of  overdrawing  an  account; 

perceived  simplicity  of  the  check  cashing  and  money  order  system 
compared  to  bank  account; 

desire  for  close,  f>ersonal  control  over  money  and/or  lack  of  familiarity  with 
banks; 

illiteracy  and  iimumeracy;  and 

lack  of  minimal  fluency  in  English. 

Consumer  advocates  have  suggested  that  there  are  other  reasons  related  to  initial 
and  minimum  balance  requirements.  However,  those  arguments  are  not  credible. 

For  example,  CFA  stated  in  its  July  13,  1993  testimony,  that  "minimum  balance 
requirements"  force  some  individuals  from  banks.  This  statement  is  misleading.   We  are 
not  aware  of  any  bank  that  closes  regular  bank  accounts  because  an  account  falls  below 
the  minimum  balance  requirement.  Rather,  the  minimum  balance  requirement  is  used  to 
determine  whether  a  fee  will  be  imposed  that  month.  Obviously,  if  the  balance  routinely 
falls  below  zero  (i.e.  is  overdrawn),  the  bank  justifiably  and  prudently  may  seek  to  close 
the  account. 

Allegations  that  the  reason  some  people  use  check  cashing  outlets  is  because  bank 
accounts  are  too  expensive  are  simply  wrong.   They  ignore  the  actual  fees  of  regular 
accounts  as  well  as  the  inexpensive  and  widely  available  basic  bank  accounts.  Moreover, 
minimum  balance  requirements  do  not  discourage  opening  or  maintaining  accounts. 
Tliey  are  used  to  determine  whether  to  impose  a  monthly  fee.  They  are  not  the  basis  for 
closing  regular  accounts  unless  the  balance  routinely  falls  below  zero. 
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One  Uniform  Basic  Bank  Account  Will  Not  Respond  to  the  Needs  of  All  the 
Individual  Markets  and  Will  Inhibit  Development  of  More  Responsive  Accounts. 

H.R.  2350  mandates  very  specific  features  for  basic  bank  accounts.  Such  a  rigid 
delineation  inhibits  initiatives  to  offer  basic  bank  accounts  which  may  not  fall  within  the 
parameters  of  the  statutorily  defined  account,  but  which  in  fact  reflect  the  preferences  of 
those  local  households  interested  in  basic  banking  accounts. 

It  is  difficult  to  conclude  which  characteristics  are  most  universally  desirable  or 
useful  to  those  interested  in  a  basic  bank  account  Currently,  because  many  banks  offer 
some  type  of  basic  bank  account,  customers  may  select  the  accoimt  which  best  suits  their 
needs.  Allowing  the  market  to  define  the  parameters  of  basic  bank  accounts  will  help  to 
assure  that  the  needs  of  the  greatest  number  of  pe<^lc  are  accommodated.  Such 
innovative  diversity  should  be  encouraged,  not  inhibited  by  a  legislative  mandate.  A 
single  mandated  account  will  greatly  limit  alternatives  because  banks  are  highly  unlikely 
to  offer  more  than  that  one  basic  bank  account  Thus,  a  statutory  requirement  will 
relegate  account  holders  to  a  single  take-it-or-leave-it  product. 

Many  of  the  accounts  available  today  demonstrate  imagination  and  innovation  in 
responding  to  customers'  preferences.  For  example,  the  First  National  Bank  in 
Albuquerque  developed  a  basic  bank  account  based  on  its  market  research.  The 
resultii^  account  assesses  no  maintenance  or  transaction  fee  nor  any  minimum  or 
maximum  balance  requirement.  Customers  may  choose  to  pay  additional  $2.00  per 
month  for  overdraft  protection.   For  an  additional  dollar,  they  may  buy  unlimited  local 
movie  theater  tickets  for  half  price,  an  option  that  has  proven  popular.         The  features 
of  the  account  respond  to  the  bank's  market  research  which  concluded  that  fear  of 
overdrawing  an  account  and  affordability  of  discretionary  items  such  as  entertainment 
were  top  concerns  for  many  local  individuals.   Simply  put,  how  can  one  specific  account 
meet  the  needs  of  consumers  in  the  thousands  of  communities  in  this  country  -  from  the 
smallest  rural  town  to  the  largest  city? 


Lepslation  Sucb  as  H.R.  2350  Does  Not  Adequately  Protect  Depository 
Institutions  Against  Fraud 

One  of  the  most  disturbing  aspects  of  mandatory  basic  bank  accounts  which  do 
not  allow  depository  institutions  the  discretion  to  deny  or  close  accounts  is  the  inevitable 
fraud  which  could  accompany  mandatory  availability.   For  example,  under  H.R.  2350, 
virtually  anyone  may  insist  on  an  account  regardless  of  their  financial  history. 

The  June  13,  1994  American  Banker  reported  that  one  bank  lost  over  $22  million 
in  a  checking  account  fraud  scheme.  Earlier  schemes  have  uncovered  manuals  entitled, 
"How  to  Defraud  Banks  and  Vendors,"  prepared  by  alleged  criminals.  The  manual 
recommends  obtaining  various  drivers  licenses  in  order  to  open  fraudulent  accounts. 
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While  some  scams  such  as  the  ones  discussed  have  been  investigated  and  detected, 
other  scams  continue  to  flourish,  in  part  because  law  enforcement  agencies  are  hard 
pressed  to  devote  scarce  and  valuable  resources  to  economic  crimes,  as  opposed  to 
violent  street  crimes.  As  one  detective  stated,  "In  the  retaQ  and  law  enforcement 
community,  there's  not  a  lot  of  manpower  devoted  to  economic  crime.  There  is  no  way 
manpower  can  be  devoted  to  fight  this  problem."  For  these  reasons,  the  burden  of  fraud 
prevention  rests  even  more  on  the  banks.  Mandating  that  the  banks  indiscriminately  open 
accounts  for  virtually  all  applicants  presents  a  golden  opportunity  for  criminals, 
particularly  in  light  of  the  requirement  that  banks  make  fuiKk  available  before  tbey  know 
them  to  be  coOectaUe.  Multiple  accounts  and  unfettered  access  to  funds  jnesent  an 
attractive  combinatioii  to  orgwized  crime. 

The  safeguards  in  HJ(.  23S0  which  are  intended  to  protect  depositcxy  institutions 
from  fraud  or  financial  mismanagement  fall  very  short  of  adequately  shielding  banks. 
For  instance,  while  the  bill  allows  depository  institutions  to  reject  an  applicant  if  it  finds 
an  "intentional  material  misrepresentation,"  the  bill  lacks  any  provision  to  enable  a 
depository  institution  to  reject  based  on  knowledge  that  the  applicant  in  the  past  has 
mismanaged  or  abused  an  account,  Cff  even  defrauded  an  institution. 

It  wouki  be  extremely  difiBcult  to  translate  a  standard  for  reasonable  denial  of  an 
account  into  statutory  language  without  being  too  vague  or  too  rigid.  Again,  unless  the 
federal  govenunent  is  wiffing  to  indemnify  against  all  potential  losses,  depository 
institutions  must  be  permitted  broad  discretion  in  deciding  with  whom  they  will 
commence  an  account  relationship. 


Mandated  Basic  Bank  Accounts  May  Unfairtv  Impose  Costs  on  Banks 

As  we  have  already  stated,  ABA  encourages  banks  to  offer  basic  bank  accounts 
designed  to  respond  to  local  needs.   However,  such  products  should  not  be  expected  to 
lose  money.   If  depository  institutions  are  required  to  offer  accounts  for  which  charges  do 
not  cover  their  costs,  they  will  need  to  charge  higher  loan  rates  and  fees  on  other 
services,  and  pay  lower  interest  rates  on  savings  prodvcts.   For  these  reasons,  some  bank 
customers  may  shift  to  financial  service  providers  who  are  not  subject  to  this  biU.   We 
must  ask  why  these  other  providers  should  not  also  be  asked  to  offer  basic  accounts  if 
they  provide  transaction  account  services  generally. 

While  H.R.  2350  permits  the  Federal  Reserve  Board  to  set  permissible  fees  based 
on  studies  of  actual  costs,  we  do  not  believe  that  the  Board  is  capable  of  calculating  a  fee 
which  will  fairly  represent  costs  for  all  depository  institutions.   As  wc  explained  earlier 
with  regard  to  determining  the  costs  of  government  check  cashing,  cakulating  a  figure  to 
represent  the  cost  for  all  banks  is  elusive,  in  part  because  of  the  difficulty  in  identifying 
the  elements  contributing  to  the  cost  and  because  costs  vary  dramatically  from  institution 
to  institution  and  branch  to  branch. 
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Again,  as  with  government  check  cashing,  the  Board  must  first  identify  which 
factors  contribute  to  the  cost  of  an  account  as  well  as  what  percentage  of  those  costs  are 
attributable  to  the  account.  Attachment  VI  lists  a  minimum  of  34  separate  cost 
components  which  we  identified  with  establishing  and  operating  an  account  as  well  as 
general  overhead  costs.   In  addition,  geographic  locations,  economies  of  scale,  and  the 
popularity  of  the  account  will  distort  any  figure  claimed  to  represent  "banks'  cost"  of 
maintaining  a  statutory  basic  bank  account 

Because  different  institutions  wiU  encounter  different  levels  of  account  demand 
and  different  expenses  for  providing  the  accounts,  a  prescribed  fee  based  on  "average" 
cost  wiD  not  ensure  that  a  de;K>sitory  institution  recovers  its  cost 

In  other  words,  a  rigid,  single  fee  inevitably  results  in  either  forced  subside  or 
above-market  pricing.  Any  "reasonable"  fee,  based  on  a  particular  banks's  facts  and 
circumstances,  immediately  raises  all  the  problems  of  pricing  and  cost  allocations. 


AbwrtrfM  the  Costs  of  Bask  Bank  Senricet  WooM  Threaten  the  VJabilitv  of  Many 
Branches.  Parttoilariv  TTiose  ia  Low  Income  Areai 

The  additional  costs  of  providing  basic  bank  accounts,  particularly  in  conjunction 
with  a  government  check  cashing  service,  will  most  significantly  affect  those  branches 
located  in  low-income  neighborhoods,  which  in  many  cases  already  operate  at  a  loss  or 
are  only  marginally  profitable.   Because  demand  for  the  basic  bank  accounts  and 
government  check  cashing  services  may  be  particularly  strong  in  these  areas,  the  extra 
costs  of  the  services,  including  fraud  and  overdraft  losses,  will  undoubtedly  have  a  chiUing 
effect  on  the  willingness  of  banks  to  have  offices  in  those  neighborhoods.   Thus,  the 
effect  of  providing  basic  banking  and  government  check  cashing  services  as  mandated  by 
the  bill  may  actually  make  financial  services  less  available  in  low  and  moderate  income 
neighborhoods. 


CONCLUSION: 

ABA  appreciates  the  opportunity  to  submit  our  statement.   We  agree  that  banks 
and  other  financial  institutions  should  help  to  meet  the  basic  financial  needs  of  all 
Americans.   The  wide  availability  of  basic  bank  accounts  today  is  one  manifestation  of 
banks'  commitment  to  that  goal.   Nevertheless,  improved  consumer  education, 
particularly  among  low  and  moderate  income  individuals,  may  help  to  convert  those 
without  accounts  into  bank  customers.   We  would  like  to  work  with  the  members  of  the 
Subcommittee  in  such  an  endeavor.   Equally,  we  believe  that  EBT  presents  a  promising 
solution  to  distributing  government  benefits  more  efficiently,  safely,  and  conveniently  to 
recipients.  These  approaches  are  more  constructive  and  useful  that  the  proposed 
legislative  solutions. 
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ATTACHMENT    I 


Computers/Communications 


The  personal  computer  is  a  handy  tool  for  businesses  trying  to  cut 
their  printing  bil^.  It  is  also  a  dream  come  true  for  crooks. 

^  Desktop  foi^ery 


ly  D«Hd  CbBrtoek 


be(innin(  to  leani  tlic  {une,  the  poa- 
sibilitie*  aie  nearly  codleM:  ieccen  of 
cre^t,  }ob  recoBuneo^tioQi,  proper- 
ty records,  Insurance  cUims,  eiyeiasc 
account  receipts,  coUece  transotipu, 
buainess  liceose*.  In  inoit,  many  of 
the  paper  credentiais  oo  which  soci- 
ety relics  are  henceforward  suspect. 

What  made  this  Boston  case  espe- 
oatly  alannint  was  that  Sjiem-Fat 
used  no  sophisticated  equipment  In 
his  ipartment  police  found  a  persoaal 
ccmputet  a  laser  pnnte:  ind  nine  bc- 
pjj  checks  toulmg  $146  500  In  i 
h;&hiy  original— and  peih.ps  pionee: 
ing — way,  SiiemFat  was  using  otd; 
r.ir^  desktop  publishi.-.c  tools  i;  -j: 
f.r^oieais  of  zr.nit 

Here  ;s  what  he  appA.-e=:.v  Jic 
W.-J:  -he  son  of  desktop  pjfc;:>-hir.g; 
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FHxtn.  SruM-PAT,  a  Netherlands 
w  Antilles  nauonal  living  in  Boa- 
mi's  North  Sution  neighbor- 
bood,  claimed  on  a  Bank  of  Boston 
credit  card  application  to  be  an  em- 
ployee of  the  Dutch  consulate.  After 
he  defrauded  the  bank  of  about 
S20,000,  the  bank  discovered  that  his 
employment  claim  wis  a  be,  and, 
since  it  involved  unpersoDiuon  of  t 
d:plomat,  the  Secret  Service  was 
ijlled  in  a  search  virrinr  was  issuei 
and  Siiem-Fat's  apancacnt  was  raidea 
Ir.vestigatmg  thi«  sttmingly  rou- 
r.::c  case.  "Jie  Secre:  S«r--.ce  siurorlei 
jpoc  Its  :::5:e.<r  case  c:  c^=:p-j:;: 
forgery  I;  is  cenam-y  net  goijig  to  be 
the  las:    V\'hile  crocks  are  onjv  ius- 


e<iuipmenc  you  can  buy  at  any  com- 
puter reiailer,  Sjiem-Fat  convincingly 
toiBed  Digital  Equipment  Corp.  let- 
tencads  with  a  pfaooy  name,  Paul 
Marques,  and  a  phooy  vice  preaideni 
title.  He  also  created  phony  cashier's 
checks  from  banks  like  First  Ameri- 
can and  Chase  Manhattan.  Siewan 
Henry,  an  investigator  with  the  U.S 
Secret  Service,  explains  "He  used  the 
official  emblems  from  three  different 
banks  and  transferred  them  onto 
blank  check  paper  with  a  laser  printer 
This  was  the  first  urcc  wc  had  eve? 
seen  anything  hkc  iii;s  ' 

.According  to  investigators  S(iex- 
Fa:  used  bog-us  check;  tc  buy  compu; 
e.-s  .noc  vanous  Boston  suppliers  .^j 
te.'  taking  delivtr.'  o;  the  corcputer; 
ht  so!.:  then:  f::  :jsi  -.r  buyers  ir.  •_-,; 
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Caribbean  area. 

An  isolated  case)  Not  oeceiurily. 
lust  last  month  a  rash  of  computer- 
feaeraced  fake  checks  hit  the  Pbocoix 
area.  "These  look  Uke  they  were  doae 
by  putting  coiporate  logos  ooto  check 
paper  with  a  desktop  Dublishing  sys- 
tem," »ay»  Gail  Thackery,  an  assis- 
tant attorney  general  for  Ahiooa. 

Coupled  to  a  good  printer  and  the 
right  »of  rwire,  the  personal  computer 
b  a  powerful  publishing  device.  It  can 
create  and  store  logos  as  well  as  type 
ia  aQ  aizea  and  styles.  With  a  scaiuo, 
it  caa  tesd  in  a  docomen'.  then  modi- 
fy «Dd  reprint  it.  It  ia,  abore  all,  quite 
•ccenible  to  the  amateur.  Now  vou 
caa  pcoduce  professioaal-looking  bco- 
chtuei  and  blank  business  !<»»< 
without  hiring  a  master  printer.  You 
can  also,  if  your  taste  runs  that  way, 
run  off  a  bogus  check  or  twa 

The  existence  of  all  these  potential 
counterfeiting  tools  is  scary  enough, 
but  an  muelated  Vvclopment  threat- 
ens to  turn  the  situation  inn  a  disas- 
ter {or  dkc  banUiu  iaduatry.  titia  oth- 
er ptoblem  is  a  federal  sutute  coatpd- 
bi^  banks  to  ^ve  their  customeis 
ouidt  access  to  funds  from  deposited 
chedta. 

The  ^uick -access  rule  was  heralded 
as  a  victory  for  consumen.  But  it  was 
an  even  bigger  victory  for  con  artists. 
Why?  Today's  forger  can  make  crisp 
and  convincing  business  checks,  de- 
posit them  into  an  account  opened 
previously  under  a  fake  name,  de- 
mand ca^  after  waiting  as  little  as 
three  days,  and  be  out  of  town  long 
before  the  forgeries  are  discovered.  If 
the  forger  has  chosen  as  target  a  cor- 
poration with  a  large  balance  and  a  lot 
of  check  volume,  it's  next  to  impossi- 


ble for  either  the  bank  or  the  corpora- 
tion to  detect  the  scheme  without 
doing  a  monthly  statement  reconcili- 
ation. And  that  reconciliation  can't 
possibly  take  place  within  three  days 
of  when  a  bogus  check  is  deposited. 

In  the  past,  a  forger  had  to  have 
access  to  professional  printing  equip- 
ment and  presses.  He  either  owned  a 
print  shop,  bribed  someone  who 
worked  at  one,  or  made  do  with  what- 
ever materials  he  could  copy  by  hand. 
The  risk  of  detection  was  hi^  Not 
any  toiuer.  The  boom  la  desktop  pub- 
lishing ass  biou^t  a  flood  of  typeset- 
ting prt>dticts  to  market,  si  declining 
prices  si>d  increasing  cspsbilitles. 

"The  market  for  diis  equipment 
has  gone  wild  ia  the  Isst  year,"  says 
James  Cavuoto,  a  Tocraoce,  Calif 
desktop  publishing  expert.  "It's  only  s 
nutter  or  time  before  uie  crooks  catch 
cm  to  the  opportunity."  They  clearly 
already  hare. 

How  much  computerired  forgery 
goes  on?  A  few  years  ago,  next  to  nooe 
aid)  (be  equipment  was  c3Dcnsiv<  and 
InadegusK.    Now,    probaaly   a   fair 
amouDt.    although    the    authorities 
have  yet  to  classify  k  forgery  as  a 
crime    separate    from   conventioDal 
foisery,  and  have  ao  sutistics  on  it 
whatever.  |The  Bostoo  case,  which 
sent  S)iem-Fat  to  a  federal  piisao  in 
September,  is  one  f f  tht  friT  ihit  h"~"|, 
-!Ouie  tierore  a  court-l  Total  forgery,  i 
raud    and    embezzlement    losses    at  I 
banks  and  other  financial  irutituoons/ 
ran  tSjSO. million  in  the  U.S.  last  year./ 
a  few  years,  however,  tne  com- 
puter  forgery  problem  could  explode. 
Equipment    is   gettmg   cheaper   and 
higher  in  resolution  every  day.  The 
first  laser  printer  cost  $200,000.  The 


current  Apple  nt  desktop  printer 
cosu  only  S3,900— and  has  the  same 
300  dots  per  inch  of  resolution.  Steven 
lobs'  new  Next  system  promises  s 
printer  with  400-dot  resolution.  Scan- 
ners vintage  mid-1970s  cost  $100,000 
and  could  do  black  and  white  at  a 
detail  level  of  300  dots  per  inch.  To- 
day's crop  can  do  color  "^'""'ng  at 
£00  dou  and  cost  about  $10,000, 
while  black-and-white  scatmers  cost 
under  $1,000. 

What  can  the  bad  guys  forge  on  a 
computerl  Almost  any  print^  docu- 
meat  dut  has  ndthet  color  ikor  tex- 
ture in  it.  ftrticulixiy  easy  ate  plain- 
paper  doauacDts  Mssed  in  situatloos 
where  scratiiqr  to  tow.  A  hand  of  ibop- 
liftert  in  dse  fUUddphis  ares  v*ii 
crude  computer  foneiies  to  dupe 
stores  into  acting  ss  their  own  fences: 
fotfc  a  receipt  tor  expensive  dotbes 
Lke  leather  coats,  return  them  to  cus- 
tomer senrice  and  walk  off  with  s 
refund  or  check  Oite  executive  of  a 
desktop  pAH'M^  compaay  says  bis 
teenage  son  laed  dto  eqtiipiiMat  to 
create  a  fake  id  ia  oi4er  to  wty  beer. 

Forging  of  bank  documeats  is  an 
intriguing  possibility.  li  may  hsve 
helped  wmiam  Stoedter  (Fossis,  Oct 
31,  t9ea\  stifi  leadinx  banks  out  of 
tens  ol  miSlocis  of  d<Hlan.  Connecti- 
cut Bank  &  Trust  has  turned  over  to  a 
bankruptcy  court  a  letter  and  a  i>ote 
written  on  its  letterhead  that  purport 
to  release  Crabill  Corp.'t  Stoecker 
from  ceniin  fuuncial  restraints.  Cra- 
bill later  filed  for  protection  under 
Chapter  1 1;  the  documents,  says  CST, 
are  forged  and  not  produced  on  the 
bank's  word  processmg  equipment. 
Stoecker's  lawyer  flatly.denies  this, 
and  says  he  has  document  experts 
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Comp/Coiiiiii 


wiUlns  to  back  him  up. 

AttM*  date,  color  is  *a  impediment 
to  computer  forgen,  since  color  print- 
en  print  on  waxy  paper  (hat  it  unlUce 
'ordinary  printing  paper.  But  thit  litu- 
atioo  nuy  change  overnight.  The 
iKwest  Canon  color  copier,  the 
CLCSOOt  prints  with  supeth  detail  on 
ptala  paper,  and  Canoa  ha*  plant  to 
•dd  a  caaoector  that  will  eiublc  the 
machine  to  be  hooked  to  a  computer 
for  tbe  printing  ot  computer-geoertt- 
ed  uDafca. 

If^kai&en  aren't  teniiied  by  all  thit, 
they  should  be.  Two  mootht  tgoa  coo 
man  deposited  in  a  European  Sank  t3 
millioa  worth  of  bogut  caahier't 
checks  drawn  on  the  New  York 
branch    ot    a    German    bank.    The 


checks,  which  have  t  distinctive  color 
background,  were  probably  made 
from  (ake  check  stock  created  with  a 
color  copier  of  Canon  quality,  tnvesti- 
gaton  ttill  haven't  figured  out  bow 
the  payee  and  deuttche  mark 
amountt  were  added,  but  t  computer 
later  pruiter  it  one  possibility.  The 
imiutioQS  were  far  from  perfect,  but 
they  did  clear  the  New  York  branch. 
The  crook  cleaned  out  the  European 
account  toon  thereafter.  Tbe  police 
arc  still  groping  for  leads. 

Not  surprisingly,  the  new  genera- 
tioa  of  color  copiets  has  the  Bureau  ol 
Earn ving  &  Pilniing  in  a  panic.  Since 
I9tis  Dlans  have  been  in  place  to  rede- 
sign U>e  conency  to  include  repeated 
mlcroprinting  and  special  poryester 
fhrrafls  The  bill  rcdesico,  due  in  the 
early  1990s,  will  prohaUy  thwart  the 
color  copier  crowd. 

But  what  is  the  hanking  iiMhisrry 
going  to  do  to  ward  off  counterfeit 


checktf  It  doesa't  have  an  ttuwa. 
When  Coogresi  pasted  the  quick-re- 
lease law  on  deposited  checki  last 
year,  a  few  Catsandras  raised  the  issue 
of  fraud  losses.  But  they  were 
drowned  out  by  t  chorus  of  consumer- 
ists,  who  said  tbe  banks'  prime  mo- 
tive in  putting  holds  oo  checkt  wat  to 
profit  from  the  float 

'Technology  bat  inaeated  crime — 
that's  a  fact  of  life  in  this  industry," 
says  Bftrit_Ji1**f'(VTff  "Irf  rhairman 
of  thfXSerican  Banking  Aatocia^ 
cion>4ecunty  i 
committee.  The  new  regulatioo 
makes  a  bankct't  U ':  much  harder  but 
makes  things  much  simpler  and  faster 
fortbethid' 

To  be  sure,  the  desktop  computer 
did  not  create  d>e  crime  of^foigery.  All 
it  did  was  mdce  the  tools  uter -friend- 
ly. Check-MMei*  can  now  practice 
fiMny  in  ne  pftvacy  of  their  homes, 
without  rnllwing  help  from  crooked 


■S'.V 


Anatoflij-of  a  seam 


How  easy  is  it  to  fabricate  a  dMck  that  look*  real?  And 
to  pass  it  through  the  hanking  tystemt  Very.  Here's 
htrw  we  did  it,  althou^  some  key  steps  are  deliberatety 
omitted.  Our  purpose,  after  all.  Is  not  to  print  a  "««""«' 
for  crooks.  We  timoly  want  to  make  business  people 
aware  of  what  crooks  already  know.  They  need  some 
'  reminding  of  the  risks.  Virtually  all  of  the  banks  contact- 
ed by  FoKBES  for  this  story  said  they  had  no  special 
measures  in  place  to  detect  or  prevent  computer-assisted 
forgeries. 

Get  a  real  business  check  to  use  as  a  model.  Profession- 
al scamsters  often  get  refund  checks  from  airlines  by 
paying  cash  at  the  ticket  counter  and  then  coming  up 
with  a  reason  for  not  taking  the  flight.  Other  possibilities 


are  merchandise  refunds  and  dlrideud  checks.  Needless 
to  say,  the  crook  would  co*«x  tds  track*  by  having  die 
refund  made  payable  to  a  false  identity. 

Why  a  business  account?  Beetose  it's  likdy  to  have 
enough  money  in  it  that  several  luft  forgeries  will  dear. 
In  one  recent  case  now  being  investigattd  by  the  rai,  a 
forger  intercepted  a  penonal  check  drawn  oo  one  of  those 
tony  New  York  banks  that  take  only  wealthy  "private 
banking"  customers.  He  drafted  five  130,000  imiutions 
(same  account  number,  different  check  numbers!,  all 
payable  to  a  fictitious  firm.  He  deposited  the  checks  in  a 
California  bank,  waited  a  few  days  for  them  to  cleat,  then 
emptied  his  account.  An  investigator  say^  that  the  fakes 
appear  to  have  been  made  on  a  computer. 
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priaten  who  mi{bt  tquul  oo  them 
tome<Uy. 

Take  a  look  (t  the  fike  Fomu 
check  shown  on  the  cover  ind  on  page 
247.  It  U  an  amateur  iob,  created  by  a 
reporter  with  no  previous  experience 
in  (orrery.  The  green  safety  paper  and 
the  red  numbering  stamp  came  from 
sutionery  stores.  The  black  partt  of 
the  blank  check  came  out  of  an  Apple 
NT  laser  printer  attached  to  an  Af^le 
Macintosh  personal  computer  and  an 
Apple  scantier.  The  signatures  ire 
haod-ilrawn  imiutiaos,  not  nearly 
good  eoou^  to  fool  a  bandwriliiii 
expert  but  plenty  food  enough  to  EoM 
a  itok  clerk.  No,  hanks  by  and  Utgt 
do  not  check  sigtuturcs  bdore  paying 
on  check*.    - 

How  about  the  magnetic  ink  that 
encodes  the  bsnk  routing  number  and 
account  number  at  the  bottom  ct  a 
check!  Magnetic  ink  printers  were 
once  expensive  (circa  $400,000)  tna- 


ehinea  available  only  to  banks  and 
legitimate  check  printing  companies. 
No  longer.  In  1987  Digital  Design,  a 
Jaclcsonville,  Fla.  firm,  announced  its 
Model  636  User  printer  for  pcrsotul 
computers.  Using  mametic  toner,  the 
printer  is  aimed  at  the  government 
and  banking  industry  and  companies 
that  sort  their  business  forms  with 
mametic  scanners.  Price  tag:  $7,388, 
excluding  software. 

The  new  machine  is  an  open  invita- 
tion to  crooks.  An  executive  at  Digital 
Design  insists,  "All  the  cotporatiaas 
we  sell  to  are  t^utable  r>ne*."  But 
since  this  low-cost  marfiine  has  le- 
citimate  applicatioa  outside  the 
banking  inatutrr,  it  wiU  be  itext  to 
impossible  to  police  it*  use. 

Doctored  receipts  Illustrate  a  differ- 
ent, and  tadecd  mudt  easier,  applica- 
tion of  desktop  publishing.  Tbe  docu- 
ment docttter  of  a  decide  ago  was 
known  as  a  "pen  and  ink  man,"  some- 


one wearing  a  gieen  eyeshade  with . 
lot  of  patience  and  a  steady  hand.  T.* 
day's  has  a  much  easier  job.  A  desktrr 
tcaiuier  converts  a  paper  documer 
into  a  digital  file  that  can  be  manip;.- 
lated  with  keyboard  and  mouse  corr 
mands  before  it  is  printed  spin  ir 
crisp  detail  oo  i  laser  printer.  Con- 
are  bottles  of  Liquid-Paper,  scissm 
and  upe. 

"laser  printers  are  our  newest  an.: 
biggest  challenge,"  says  Junes  Dsvic 
son,  a  document  specialist  of  the  Ir 
tenia]  Revenue  Service's  forensic  UK 
oratory  in  Chicago.  Whr>  He  twitcfc- 
es  oo  so  ultravl^t  lint  nd  show 
how  easy  it  is  br  a  truned  persoo  tr 
detect  a  crossed-cut  figure  oa  a  it- 
ceipc  Ou-and-paste  fobs  Dhocooopioc 
to  hide  the  evidence  can  also  be  easih 
detected.  But  laser  printers  doo': 
leave  any  more  evidence  than  the  fa^ 
that  diey  are  laser  printers.  Fbotocop* 
the  output,  attacn  that  to  your  tax 


You  Deed  some  good  equipmcot  A  Macintoah  n  with  8 
mccsbjftc*  ol  rarMom  access  memory  will  run  you  aboat 
tsJSoOi  •  Hewlett-Padcard  ScanJet  scanner,  S2,190|  an 
Apple-HT  LaserWriter,  another  1^900  \l\.      > 

Now  scan  the  check  into  a  ncr  file  (a  standard  graphics 
format  read  by  many  graphics  programs)  by  placing  It  face 
down  oo  die  glass  i^aten  of  the  scanner  (2).  Iristall  a  copy  of 


DeskJet  Paint  software  (or  PixelPaint,  or  any  weD-known 
powerful  graphics  software)  on  your  Mac.  Open  the  ncr 
file  Use  graphics  commands  to  magnify  the  imsge  ana 
dean  up  the  edges  of  the  characters,  which  maybe  a  littk 
fuzzy  (3).  Other  Paint  commands,  which  allow  parts  of  an 
imace  to  be  captured  and  moved,  are  key  to  this  forgert' 
(details  omitted).  We  also  used  a  comnund  to  enhance  t 
ih«rfing  effect  in  the  lo^  of  the  bank,  which  the  scanner 
had  blurred.  You  can't  see  the  hank's  name  in  any  of  thr 
pictures,  but  take  our  word  for  it,  it  looks  just  Uke  the 
real  thing. 

Now  erase  from  the  pict  file  the  check  number  that 
appears  stamped  in  ted  in  the  upper  right  comer  of  the 
check.  You  also  have  to  be  intelligent  about  bow  you 
handle  the  magnetic-coded  version  of  the  number  at  the 
bottom  edge  of  die  check.  We're  not  grang  to  say  exactly 
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lecurn  and  ibe  but  document  extm- 
ioci  cjii't  uy  whether  i  computer  hu 
been  uted  to  alter  or  pnnt  it. 

"The  big  problem  with  computer- 
tenerated  print  it  it  offers  us  none  ol 
tbe  dues  of  a  typewriter:  the  irrefu- 
Uiitiea  in  type,  diiferences  in  Im- 
pact," »ayi  Jemey  Lubet,  chief  docu- 
ment examiner  with  the  Suffolk 
County  Criminalistics  Laboratory  oo 
Look  Istaad.  "Tbc  difference  between 
ooeuacT-printcd  doctunent  and  an- 
other i*  minute." 

PuMiAim  cocuultant  Cavuoto 
Mft  diebett  war  to  tell  if  a  document 
tuia  been  printed  by  a  laser  printet  is 
to  make  a  sharp  fold  over  some  ol  the 

rani  scrape  the  ed{e.  If  some  of 
ink  flakes  off,  then  chattce*  are 


|ood  that  it  isn't  ink  but  toner. 

Cavuoto's  is  s  useful  hint,  but  it  is, 
of  course,  useless  if  the  leptimate  re- 
ceipt or  voucher  that  the  crook  is  al- 
tering is  itself  the  output  of  a  laser 
printer.  To  save  money,  businesses 
are  shifting  from  offset-pnoted  forms 
stored  in  filing  cabinets  to  elecuomc 
forms  stored  digilally  for  Laser  print- 
ing. In  so  doing,  they  are  making  it 
impossible  for  auditors  or  investiga- 
tors to  tell  real  forms  from  fake  ones. 

What  can  businesses  do  to  protect 
themselves  from  computer  counter- 
feitsr  It's  like  burglarproofing  your 
car.  Nothio;  will  stop  a  really  deter- 
mined thief,  but  you  can  at  least  make 
him  want  to  select  another  victim. 
"HlVy  to  make  a  doctmient  such  that 
someone  tempted  to  tamper  with  It 
will  be  discouraged  by  some  feature  or 
feature*,"  advises  Thomas  Gazda,  a 
document  security  specialist  at  Ar- 
thur D.  Little,  the  Cambridge,  Mass. 


think  tank.  "You  hope  the  forger  gives 
up  completely  and  decides  tampering 
Isn't  their  bag,  or  just  moves  on  to 
somebody  else's  document." 

One  dcifensive  move  is  to  put  color 
on  important  documents,  such  as 
checks  and  purchase  orders.  Color  is 
harder  to  reproduce  than  black  and 
white.  Another,  for  businesses  with  a 
large  enough  printing  volume  to  justi- 
fy it,  is  to  order  nonstandard  safety 
paper,  and  restrict  your  supplier's 
tight  to  sell  that  pattern  elsewhere. 

Other  safeguards  include:  Look  for 
perforations  on  at  least  one  side  of  the 
check  Hold  up  the  check  to  a  li^t 
and  sec  if  the  routing  numbers  reflect 
light;  if  they  do,  then  chances  ire  they 
weren't  nrinted  with  magnetic  ink. 

The  check  counterfeiter  teUes  on 
the  fact  that  ther  mooey  he's  going  to 
steal  is  coming  from  a  checking  ac- 
count with  a  very  large  balance  Also, 
he  must  have  an  original  to  work 


There  b  •  derei  way  to  do  this  that  we  will  not  describe 
here  but  dtat  ia  known  to  every  foixet. 

Some  checks  are  ntmibered  in  rctfink.  That's  why  you 
deleted  the  check  number  in  step  4.  Co  to  an  office 
supply  store  and  buy  an  automatic  numbering  machine 
for  SSQ.  Ink  it  up,  practice  a  few  times,  then  stamp  the 
check  (81. 

Cut  the  checks  with  a  razor  on  some  sides  and  a 
perforating  device  on  the  others,  according  to  the  pattern 
of  the  original  (9).  Paper  perforators  are  available  at  office 
aupplien,  but  ii  you  can't  find  a  good  match  create  your 


own  perforations  with  an  X-Acto  kixlfe. 

Deposit  the  bociu  checks  in  an  accotut,  and  take 
advantage  of  the  fiberal  federal  rules  on  availability  of 
deposited  funds,  li  tbc  routitig  numbers  are  accurate,  die 
check  will  almost  certainly  clear  Indeed,  a  test  forgery  of 
ours  did,  even  without  manieuc  toner  m  the  routing 
numbers.  Why?  When  a  check  can't  be  read  in  a  magnetic 
reader,  it  is  sent  to  a  typist  who  retypes  the  numbers  and 
affixes  a  corrective  magnetic  strip  to  the  bottom  of  the 
check.  Thousands  of  these  conected  checks  go  through 
the  check  clearinghouses  every  night.  No  one  gives  them 
a  second  thought. 

The  main  story  suggests  several  protective  moves  for 
banks  and  theu  corporate  customers.  And  if  these  and 
similar  measures  prove  inadequate  to  stop  tht  crooks? 
We'd  hate  to  stir  up  a  hornet's  nest  of  consumerists,  but 
it  just  may  be  necessary  to  rethink  that  regulation  giving 
depositors  rapid  access  to  their  funds.— D.C 
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from.  Thus,  ii  your  business  involves 
occasionally  handing  out  small  re- 
fund or  payment  checks  to  suangers, 
move  those  payments  through  a 
checking  account  with  a  very  small 
balance.  Keep  a  separate  account  for 


larger  payments  to  known  and  trusted 
vendors.  If  the  crook  uses  a  refund 
check  as  the  template  for  printing  an 
$18,000  fake,  he  may  overdraw  the 
account,  triggerir>g  an  inquiry  that 
may  just  come  in  time  to  catch  him. 
Bank  customers  have  less  immedi- 
ate reason  to  fear  check  counterfeit- 
ing than  the  banks  do.  Absent  some 
real  negligence  by  the  bank  customer 
(such  as   not  doing  reconciliations 


promptly),  the  loser  on  a  forgery  is  the 
bank  that  accepts  it  as  a  deposit.  But 
in  the  final  analysis  the  losers  will  be 
the  customers.  Forgery  losses  will  in- 
evitably be  passed  along  in  the  form  of 
higher  fees  or  lower  interest  rates 
paid.  And  if  you  were  put  out  by  all 
the  cross-examining  you  got  last  time 
you  walked  into  a  bank  to  open  a  new 
account,  brace  yourself.  Next  time  it 
will  be  a  lot  worse.  ■ 


Buying  a  computer  system  Jrom  one  com- 
pany has  drawbacks.  But  at  least  you 
know  whom  to  blame  if  the  system  fails. 

Is  tbere  a  doetor 
ia  tk»  house? 


«]r'«Il*Pin* 


NOT  LONG  AGO,  onc-stop  shopping 
was  the  philosophy  of  the  conser- 
vative computer  bujre;.  You'd  buy 
your  mainfnme,  stwage  disks,  print- 
ers, video  display  teimliub  and  soft- 
ware from  ooe  vendor— wm  if  you 
were  really  cooaervative,  or  peduipe 
Burrouifas  or  no  or  ooe  of  tiie  otfaert. 
The  diaw^ck  of  being  locked  Into 
ooe  supplier  high  price*.  The  advan- 
uge:  knowing  whom  to  blame  If  (be 
system  craslted 

There  are  (tiU  some  who  cliiu  to 
the  old  maxim  ~No  ooe  was  everEred 
for  buyingaM.''  but  they  are  fewer  in 
number.  The  proliferation  of  comput- 
er companies  and  the  trend  toward 
"open"  hardware  and  software  have 
allovred  customers  to  mix  and  matdi 
vendon.  A  Urge  corporation  mig^t 
have  a  network  of  personal  computers 
from  Compaq  Computer  Corp.  and 
Apple  Computer  Inc.,  engineering 
workstatiofis  from  Sun  Microsystems 
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Dont  mess  with  Uz  receipts 


In  an  o(hcc  building  icross  the 
street  irom  the  Chicifo  Mercan- 
tile Excbuige  work  tome  of  the 
nation's  leading  document  cops, 
the  staff  of  the  Internal  Revenue 
Service's  forensic  lab. 

Want  to  fudge  your  deductions 
by  tximing  that  S300  receipt  into 
an  (800  one  with  the  stroke  of  a 
ballpoint'  Don't  risk  it.  The  lu  has 
ultraviolet  scanners,  ink  chnvma- 
togiapheTS,  densitometer*  and  ar- 
goo-ion  lasers  that  can  identify  the  brand  of  pea,  the  afc 
of  the  paper  and  the  source  of  the  paper.  )ames  Dav^- 
soo,  a  document  specialist  at  the  lab,  explains  how 
people  get  caught  trying  to  change  business  receipts: 
Tirst  of  aU  his  pen  ha*  to  be  the  right  age.  We  can  tell 
bow  old  the  iiJc  in  it  i*.  Then  be  has  to  have  the  right 
paper.  You'd  be  surprised  bow  many  people  think  they 


DtnatngcroiKim 


cjn  get  away  Mth  a  boitic  »<  ' ") 
uid  Paper."  . 

But  give  one  of  tie  lab  > .«!  «*Y 
nicians  something  ^-tuitcJ  >w  '^ 
ter  printer  and  the  k*  juA^""'^ 
becomes  much  haiJci.  '  l'""* 
printers  are  toujh.  '  saw  Oa^vi^ti 
The  lab  can  tell  >vu  that  a  «^v>' 
ment  was  printeJ  cm  a  lajct  r«"" 
er,  not  a  photcwfier.  and  •"" 
manufactured  the  r-T"  ■"'^  *""'', 

But  it  has  yet  tt>  assemble  J  »■<  '* 

computer  printer  samples  a*  exnausdve  as  its  liNatv  v 
paper  and  ink  aamples.  . 

"As  optics  and  (figital  technology  iicfnjve.  **■  "W*' 
really  sun  running  into  a  lot  of  problems, ""  lV*»w»"" 
says.  "But  technology  i*  what  maikes  this  line  »>•  »*** 
interesting  We  can't  stand  still  and  rest  oo  our  Uut\^' 
The  cheats  would  run  over  ut."— O.C 


what  to  do  with  it. 

Copy  the  image  to  two  other  files.  Open  one  copy  and 
delete  the  payee  name,  the  dollar  amount  and  any  other 
printing  or  typing  or  writing  done  at  the  time  the  business 
cut  the  refund  check  (4).  Open  the  other  copy  and  delete 
everything  but  these  elements. 

Load  your  laser  printer  vrith  8Vi-by-l  1  sheets  of  safety 
paper  (S),  the  kind  with  a  colored  pattern  that  shows 
rubber  erasures.  (Ha!  Who  needs  rubber  erasers!)  Getting 
this  paper  is  difficult  but  not  impossible.  Nor  is  it  illegal; 
check  paper  is  not  a  restricted  commodity  The  safety 
paper  should  be  a  close  match  to  the  original.  We  won't 
identify  our  suppUer,  except  to  say  that  he  insisted  on 
being  paid  in  cash. 

Next,  close  DeskPaint  and  open  a  page  layout  program 
sucl.  as  Quark  Express.  Format  an  S'/i- 
by- 1 1  page,  open  youi  first  ncr  file  in 
it  and  reduce  or  expand  the  image 
until  it  matches  the  origuial  check. 

Print  multiple  copies  of  the  check 
with  the  laser  primer.  For  first-class 
work,  a  separate, run  through  a  spe- 
cialized User  printer  is  necessary  to 
get  the  magnetic  routing  number  aiul 
check  number  along  the  bottom  of  the 


check.  In  that  case  the  check-blank  net  fiW  «"*>'^,'^; 


further  divided  between 


\\v 


plain  ink  and  roaj3^-<k'    '" 
skipped  this  step  in  order  to  save  the  S',^SS  c»v|  "  ' 
magnecic-ioner  printer,  but  a  serious  forper  »\wlJ  I^ 
bly  want  to  make  the  investment.  .^. 

Now  open  the  second  riCT  file,  the  one  with  tV  1^'^^. 
and  amount.  If  the  real  check  had  these  elcn«.-nt»  tN^ 
hook  the  Mac  to  a  dot -matrix  printer  *ith  an  v'JJ  ""^^ 
and  run  the  laser-printed  blanks  throuji  this  l"*'"*^  ^ 
Alternatively,  create  payee  and  dollar  amount  •"■■'^*'j" 
word  processing  program,  and  find  a  dotmitn\  i^\^'' 
that  matches  the  typing  on  the  original  check-  Fv"  >■*" 
forgery  we  were  attempting  to  imiuie  an  ii'm  ""'"^i]*!, 
puter  printer,  and  we  used  an  ink-iet  printer  v>n  *     ^ 
setting  (6).  It's  not  a  perfect  match,  but  it  hjolcJ  the  M" 
Had  we  been  ser.  jus  *v  *■>*>",  '**',^ 
found  a  typeface  that  more  >'^^'^^ 
matched  the  ibm  t>-pefaec.  , 

Feed  the  blank  checks  into  tV  *^ 
matrix  or  other  pnntet.  cajv'"  ■ 
aligning  the  boxes  by  trial  and  eit^^ 
Printthe  payee  name  ai»d  an•.^>»>■'^ 
onto  the  laser-pnxluced  blanks- 

Now  fotge   the  signatures'  »•; 
hand-held  ballpoint  or  other  r«^-  > 


t» 
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ATTACHMENT  II 


•<AN»*i«  • 


THE  (FUNNY)  MONEY  SUPPLY 
IS  SOARING 


Counterfeiting  is  on  the  rise,  as  a  result  of  today's  PCs  and  printers 


At  first  gUnce.  the  Family  Fann 
PreatrvatioD.  based  in  TIgertan. 
WU„  MMiu  tike  juft  another 
ndical  Iri^n  froap.  Uenben  o(  the 
FTP  baC«v«  Mp«r  mooey  la  wortUeai 
because  the  nitni  Reserve,  which  is- 
sues curreacy.  to  illegaL  However,  the 
FTP  is  taking  iu  beUefs  one  step  hir- 
ther.  Leonard  A.  Peth.  beiievod  by  the 

FBI  to  be  the  ftp's  r:TT zr 

leader,  bouts  that  he 
has  helped  '.auneh  a 
campalgD  to  circulate 
oounterfeit  money  or- 
ders to  expose  what 
be  beltevea  «a  be  the 
tnai  of  the  curreat 
monetary  system. 

The  money  orders, 
duplicated  on  photo- 
copying     machines, 
looked    real   enough 
thai  an  unidenlifiec 
California  lender  lost 
more    than    »30,0<K' 
when  ii  releasee  '-itie 
u>  ■v<-o  cars  before  ae- 
Lermining  the  oroers 
were  fraudulent,  ac- 
cording to  stale  regu- 
lators   "Us   a   real 
sanct "  says  Jirr.  Purceli. 
president  of  FVsi  Naiional 
BariK    in    Elbenon.    Ga. 
>orr.t  of  whose  custome.'s 
triec  unsuccessfully  ic  use 
the  'onhless  money  .irier? 
u   maiie  mortgage  anc  ot.- 
er  debt  payments     Tht  =T 
IS  iooi<ing  into  the  case 
-vtrr  PKVnvi.'  .Many  ^r.iuic:^.  /v- 
tions  these  days  are  finding  '.ha.  c&ur 
terfeiting  is  far  more  than  a  nuisance 
Whether  it's  fraudulent  money  orders. 
corporate  checks,  traveler's  checks    or 
fake  securities  posted  as  collateral  for 
loans,  document  fraud  is  on  the  rtse 
.'iceording  to  the  Secret  Service's  Fi 
nanaaJ  Crimes  Div .  kisses  to  banks  from 
fraud  cases  under  investigation  doubled 
in  1993.  to  tl.4  bilbon.  Agents  say  much 
of  that  increase  is  the  rcsnh  of  coun- 
I  terfeit  nwgorishle  instrumeots.  And  with- 
in the  next  several  raoMhs.  the  Ttvas- 
ury   Depc  a  expected  to  propose  a 
Butjor  redeaigB  it  paper  currency  to 
thwart  oouBlerfeilers. 


The  boom  ia  document  (rtud  stems 
trom  the  ready  availafaaiy  <d  computers, 
laser  printen,  and  color  eo^iers.  With 
theee  maefaiiMS,  even  rdatlve  novices 
can  produce  replkas  of  currency  and 
other  similar  instruments  that  are  of- 
ten Just  as  hard  to  detect  as  documenu 
crested  by  sUDed  coualerfeiters.  IV 
instruments  being  produced  now  arc 
very  deceptive.*  says 
Stephen  M.  Jones, 
spedal  agent  (or  the 
Secret  Sarvtee. 

"Hm  eoat  td  eotia- 
te(fett«  to  tbe  flMn- 
eiat-Mrvfaas  fatduatry 
to  terd  to  Measure. 
However,  eatimatas 
of  kiasea  from  cheek 
fraud  aione,  by  far 


the  mos;  costJy 
and  widespread  forrr  of 
document  fraud,  rur.  as 
high  as  tlO  billion  annually, 
according  to  Barbara  E. 
Hurst,  president  of  Hurst 
.\s9ociaies  Inc.  a  bank  con- 
sulting firm  in  Brookhaveo.  P». 

Increasingly,  check-fraud  rings  are 
largeuhg  corporate  business  accounts. 
Once  a  group  has  obtained  a  copy  of  a 
corporate  check— often  by  fishing 
through  dumpeters  for  discarded  checks 
or  by  stealing  them  from  maS  drops— 
the  check  is  scanned  into  a  eompoter. 
whtre  both  the  aaMOQl  ini  the  payee 
can  be  altered.  Ustng  AeA  M>ar  and 
magitetk:  Ink  that  to  rmmSOf  a»«fcMe  in 
offie»«ippiy  and  eonygter  aarm,  rtoci 


-/2' 


produce  a  nearly  undetectable  forgery 
And  with  government  rules  requinnK 
most  checks  to  clear  in  a  maximum  oi 
five  da>*..  mone>  is  often  w-ithdrawTi  I*- 
fore  t  bank  or  corporation  realizes  pho- 
ny checks  have  been  cashed. 

The  high-tech  robbers  often  operate 
nationwide.  In  the  past  six  months,  the 
Secret  Service  has  arrested  30  people 
tied  to  a  Vietnamese  gang  in  Southern 
California.  All  have  been  indicted.  One 
government  investigator  ays  the  group 
counterfeited  corporate  checks  on  laser 
printers  and  r«cruit«d  people  in  at  least 
five  stataa  to  %a«h  tMO— costing  one 
targe  CaBoraia  bank  IS  mffioo  kt  koaes. 
«o«MMMHMMMli.  Other  nesotiahte  in- 
stnancBts.  such  m  Cock  and  bond  certif- 
icates, are  also  txiing  torged  with  grow- 
ing sophistication.  Law-enforcement 
officials  say  th^  arc  exploring  a  grow 
ing  numl>a-  of  eases  wbsre  loans  were 
issued  based  on  pbomr  securities  used  to 
bolster  an  indivVlitars  net  worth  or  as 
ooOateraL 

Some  doctored  iastmrnecu  may  not 

even  be  counterfeits  of  legitimate  se- 

curitias.  Over  the  paai  several  atoaths. 

aceerdlag  t»  Saerat  Swtee  Special 

Agwt  Gngory  J-  Kapn-  several  people 

were  arre^ad  after  (bay  tried  to  use 

counterfeit  Japaneaa  bond  securities- 

instrumenu  the  Japanese  government 

has  said  never  exiitad— to  obtain  a  t900 

I  milboD  letter  of  credit  from  a  L'.  S  bank. 

Regan  woukln't  inden- 

tify  the  bank  becaus* 

the  investiga'.ior 

continuing 

Banks    are    r^  ■  - 
stepping  up  oe.« 
opmen:     c-     '..<■ 
tecf.  cour.Lera:-..a,  • 
against  co::rierV 
ers.       :r       .^.:  - 
.\mencar  L;<cr— 
Co.   .r;r>:"...-e-: 
redesie- 
traveiers  checK--    -' 
include   a   hoiograr 
glob*  that  car';  b»r  D'.cr.?- 
up   by   a  photocop;-     Ar 
nearly  two  doier.  oi  t.ir  -■- 
tion  s  largest  instit uticr..- 
have  signed  on  ic  a  lev. 
system  called  ChecKL.nK 
which  tries  to  deiec-   ran- 
before  they  clear. 
'We  are  constantly  upgrading  o.^- 
fraud  barriers.*  says  Lisa  Wilhelrr     •. 
Wells  Fargo  Bank,  wboee  new  system  u 
detect  counlerfet  check  transactions  has    ; 
resulted  in  six  arrests  since  March   Ye; 
she  frets  that  Wells  Fargo  and  other    - 
banks  will  always  be  a  atap  beliind  the    ■. 
crooks.  *Every  time  we  pot  BV  >  bam     * 
er.*  she  concedes,  "they  find  another    i 
way  in."  t 

fly  Amt  BarrtO  i»  Wtjaglon  :^ 

imsnt  nMK/MA'  2)  ■•»<  M* 
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sund  behind  their  operauons,  n 
some  cases  to  criticaOy  low  leveb. 

On  the  bcrrowmf  side,  the 
1990-91  ecaoofnic  thunp  grady 
reduced  the  denund  for  credit 
from  busatesaes  that  were  conng 
back  rather  than  expaoding. 

ThH  combination  caused  totai 
loans  aitd  lease  financing  at  banks 
not  to  grow  at  all  (or  about  two 
years. 

Meaowhfle,  however,  as  the 
other  hoe  00  the  chart  shows, 
baok  purdnse*  o(  iavestinent 


iBttitiit»is  took  ad*Mta|e  o<  the 
oppottnoitr  to  OK  km-aon  wooty 
ban  deyoaitors  to  buy  Mies  aed 
bonds  that  paid  a  higher  return. 

IJsydy  n  a  recession  what 
happens  is  that  banks  have  very 
little  detnand  for  kians,  so  they 
put  their  money  into  secuntjes." 
said  Joseph  Wahed,  chief 
economist  at  Wells  Fargo  Banx  ir, 
San  Francisco.  When  the  slum; 
ends  the  process  normally 
reverses  itself,  though  this  tiir.e  ;: 
was  very  slow  in  happening 

'The  volume  of  loans  has  >:-■ 
one  01  '.he  >onesi  part  oi  !hc 
.'ecover-  "  Wahed  said  "On  ',.-,c 
West  Coas;  it  has  been  nlch 
thougn  that  has  begun  to  char.s- 
and  loan  demand  elsewhere  ha- 
•^.-nco  up  significant;;. 

Securities  purchases  also  were 
encouraged  by  a  change  in  banK 
regulation  Several  years  ago 
-eguiators  subslarually  increasec 
the  amount  of  capital  a  bank  mus; 
have  relative  to  its  portfolio  of 
securities,  loans  and  leases.  Eacn 
type  of  loan  and  security  is 
weighted  according  to  its  begret 
of  nsk.  with  regular  commercial 
and  uidusinal  loans  carrying  3  lO 


percent  weight,  home  mortgages 
50  percent  and  U.S.  government 
secunttes  lero  because  there  is  no 
rakofdeiauit. 

TlMt  means  that  there  is  no 
capital  required  to  staad  behind 
govenunent  securities  owned  by 
banks,  which  makes  the  cost  of 
fundinc  the  securities  ownership 
effectively  k>wer  than  that  o^  a 
coouneroal  loan.  That  difference 
has  given  the  banks  an  mcentrve 
to  keep  buying  securities,  analysts 
said. 

b  additkn.  there  is  stfll  a 
sjfmBont  iptead  between  the 
MKt  cote OinMi ipa Tiens 
a«tMk  on  Miet  and  boadt  that 
is  caeoongiBt  their  purchase 
even  though  leodinc  actrvity  has 
picked  up. 

There  B  «*  a  tot  of  money 
around  the  system  that  is  oo< 
bemg  used  hiQy.*  Wahed  noted. 
"Banks  have  a  k>t  of  money  with 
nowhere  to  go." 

.\nd  that  is  probably  one  reason 
that  lending  has  pKked  up  as  well. 
While  banks  have  been  quK-K  to 
-aise  their  prime  lending  rates—  • 
.s  jp  irom  6  percent  ".o  T  if 
percent  this  ^ea.-  ir.  .me  *.■..-.  ■..-.- 
Fec  =  increase  .r.  snor.-terr 
iterest  rates — to  .■naintair  ;hr 
.^usually  large  gap  t)etweer.  :ne;: 
:os;  0!  funds  and  the  prw.e  -.Tir 
-.a'.e  beer  '.nnming  '.he  r.^: 
credit  in  other  wa;.  s 

A  report  from  senior  .Oo.-. 
.fficers  at  banks  releasee  3>  '.nr 
Fed  this  week  showec  a  contjiae^ 
easing  of  credit  terms,  uiciucir.g 
reduction  in  the  spread  betweer. 
the  prune  and  actual  kian  rates, 
reduced  coUateralizalion 
requirements  and  higher  Unes  o: 
credit.  The  principal  reason  giver, 
lor  the  easier  terms  the  Fed  saic 


was  increased  competition  among 
lenders. 

However,  the  terms  on 
coouneroal  real  estate  lending 
have  been  eased  only  very 
slightly.  Many  metropolitan  areas 
stUl  have  gluts  of  empty  office 
space,  and  banks  remain  wary 
about  makmg  toans  secured  by 
such  real  estate.  The  bulk  of  the 
uKrease  in  real  estate  lending 
shown  n  the  chart  has  been  for 
singie-fanuly  home  purchases  or 
refinancings. 

The  survey  also  reported  a 
recent  rise  n  kian  demand  at 
between  a  third  and  a  half  of  all 
bonks,  especaOy  for 
medium-siaed  and  small  firms. 
Banks  aho  have  been  making  it  a 
bitle  easier  for  consumers  to  get 
uistaOment  aedit  and  at  about 
one-third  of  the  institutions 
consumers  were  borrowing  more 
t.he  Fed  saic 

.Altogether.  ;ne  t^enc^  on  the 
chart  depic:  a  banking  system  tho: 

-  iehav-jig  :r  more  a  nor:r.3 

:j;r::-.  tr^ar  :  r:, 

..car-  H;wc-.e: 

?..gi',  leve,  c:  5ecur:t:e5  sur: 

sOggrSl;  '."2*  Zc?r.:  ire  j  .0'".» 

•  i.  i.-or.  5e;r.;  ■.:  ".t  >t3ge  .:  :.-.e 

.■'r<3/i  r*.  r:r  "A-.r"  "r    ^Z'.T  ' 

x\'i  the  note:  src  >.ndi  .r.  :nr  • 
;rvestme'.-  >-'r-i'; .i: -  •.:  Sr'  '.-r 
•:3sn  to  met--  rt.-ong  .oan  demanc 

A;  Wei;s  Fargo  5  Wanec  saic 
:.'ie  banks  are  tlush  with  monev 
and  that  s  the  kev  reason  that  the 
-ates  they  are  paying  depositor; 
tiave  gone  up  so  little  despite  the 
rise  in  shor-ierm  morev  market 
-ates  this  vei.- 
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ATTACHMENT  IV 


SUSAN  FORTUNATO,  U.S.  Secret  Service:   This  note  is  very  good, 
and  I  don't-  it's  very  difficult  for  me  to  tell  if  it  is,  in  fact, 
a  copy  or- 

LEWIS:   -In  this  case,  there's  tw  record  of  any  anests.    {film 
clip  of  ttx-rcfund  checks}   Look  at  these  lax-refiind  checks  cashed 
in  Los  Angeles.  Look  closely  -  they  all  have  the  same  serial 
number.  They're  copies. 

How  do  hies  slip  through  banks  so  easily?  No  one  is  really 
watdufig.   Your  checks  are  tt»A  by  hif  h4ech  machines,  not  by  human 
eyes.   {fUm  dip  of  bottom  of  a  dieck}   This  is  the  bottom  line  on 
t  diaA  •  JMMrtien  written  in  mafnetic  ink  to  ttU  computers  whose 
aecoutt  kis. 

Cledo  punch  io  the  amount  down  in  the  corner  of  every  check, 
but  ao  one  stops  lo  take  a  long,  hard  kxdc  at  each  little  piece  of 
ftpm. 

Example  •  in  Mami,  a  $20  reftmd  on  a  feeding  ticket  was 
maSed  lo  a  motorist  in  South  Amefk&.   When  it  came  back  to  the 

CiOAJtT  AB(XSKY,  Miami  Detective:  The  check  now  had  a  new  amount 

oflU^&MO- 

L0tiW:   {film  clip  of  two  checks}  This  is  the  original  refund. 
This  is  the  copy  that  came  back.   Net  only  was  the  amount  changed, 
even  the  color  svas  different.    Yet  the  check  cleared  the  bank,  and 
the  money  was  on  its  way  out  of  the  country  when  it  was  stopped 

(spoken  tc  Stuar  Abolslo.}    You  cime  how.  close  to  losing  Si  5 
million? 

Mr.  ABOLSKY;    Verv  close.    Very  close. 

LEWIS:    Desk-tcp  ccmpLters  aje'-Tiaking  the  probler.  worse     This 
;s  what  worries  bir.'m  the  rr.cs:  -  using  computers  tc  merest  L-.e 
amount  on  checlcs,  and  then,  print  copies. 

{film  clips  of  newspaper,  and  then  a  man  a:  home  w:t;-  a 
computer}    To  ihis  .N'ew  York  newspaper,  this  man.  with  a  corr.pcte: 
business  a:  hems,  wis  z  s-ccess  stor. .    Littie  i-.c  thc>  ic?o~  .-.c- 

JOHN  GREGORY.  US.  Secret  Service:    {film  chp  of  money  orcer 
This  is  a  counterfe:;  money  order     He  made  the.r.  out  for  Si  .OOC'  :n 
denominauon. 

LEWIS:    With  a  computer,  a  scanner,  a  printer  -  agcnis  sa>  the 
man  ran  off  $250,000  m  money  orders. 

Mr.  GREGORY:   And,  an  image  of  the  money  order  would  appear  or 
the  screen. 

LEWIS:    Yes. 

Mr.  GREGORY:   And,  it  would  print  out  the  counterfeit  money 
ot&tn. 

L8WIS:   In  an  age  when  techoolofy  has  put  lemptatioo  at 
cwtytMB's  fij^eitips.  law  and  octer  hu  become  a  'Star  Wars' 

fought  by  business  and  fpMtmaiCM.  «nd  science  and  cooqHiter 
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labs. 

The  government  has  found  one  solution  -  there's  a  safety  strip 
hidden  in  most  new  bills  from  lOs  up  to  100s. 

Mr.  GREGORY:   {film  clip  of  bill  being  held  up  to  the  light} 
The  light  comes  through  from  the  back. 

LEWIS:   Hold  a  new  SO  up  against  the  light,  and  you'll  see  this 
-  the  strip  cannot  be  copied  on  a  machine. 

Here's  another  solution  at  this  check-prin^ng  company  in  Ohio 
.  Standard  Register,   {film  dip  of  checks  with  the  word  'void'  on 
them}  It  can  hide  the  wwd  'void'  on  checks  in  a  way  that  will 
show  up  when  any  photo  copy  is  run  off. 

And.  Canon  •  the  giant  of  color-copier  companies  •  is  now 
hiding  a  secret  serial  number  in  each  copy  that  comes  off  its 
newest  machines. 

DAVID  FARR.  Gen.  Mgr..  Canon,  U.S.A.:   (film  clip  of  cqries 
coming  off  of  a  copy  machine}  We  can  tell  exactly  by  the  serial 
number  of  the  madiine  which  machine  it  was,  and  the  location  of 
that  madiioe. 

LEWS:  Even  so,  this  is  a  never-ending  battle. 

WILLIAM  MARINO,  Bank  of  Boston:  There's  really  no  way  to  stop 
it  100  percent  because  there's  always  someone  willing  to  take  it  to 
the  next  step. 

LEWIS:   You  would  think  that  technology  does  have  its  limits. 
But,  some  things  •  the  sunset  in  Santa  Monica,  for  example  -  simply 
cannot  be  copied,   {film  clip  of  copies  of  photograph  of  Santa 
Monica  sunset}   Or,  can  they?   Is  nothing  sacred?   Nothing  safe? 

I'm  David  Lewis,  ChfN  Special  Assignment. 

KELLEY:   And,  a  quick  footnote  to  this  report  for  those  who 
might  need  a  little  help  in  resisting  temptation.   The  Secret 
Service  says  the  bottom  line  is  •  you  get  caught  •  you  go  to  jail. 

CAIN:  To  contact  CNN  Special  Assignments,  write  to  P.O.  Box 
2727,  Atlanta.  Georgia,  30301.   For  transcripts  caJl  1-800-TALK  SHO. 
DE  Updated:  YY93  MM06  DD25 

White-Collar  Crime;  Science  &  Technology; 
BOB  CAIN;  DAVID  LEWIS 


End  of  Story  Reached 
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5th  Avenue  Forgers 

,.^  _    Mystery  Couple  Held  in  Check  Fraud 


ATTACHMENT  V 


■ySELWYNRAAB 

Her  cwrrtiu  mim  Is  Ully  Schmidt 
But  even  ihoush  ih«  lut  been  ceiwici- 
cd  of  iryiAt  10  cnftlAMf  h«r  pfiMMt  u- 
cop*  from  Riktr*  loUnd  by  orrontint 
to  b«w«  two  Podofol  it«Ati  kilM,  and 
•VM  llMM|h  dtt  It  b*iA(  hold  10  0  Fod- 
orol  Ufl,  dit  ovOnrHlos  knew  vlnuoly 
iMiMi^  akovi  bor  raol  UoMky.  Nor  do 
thoy  know  «Imi  On  oad  a  portaor  dM 
wM»  alBtoM  SI  mmon  llMy  an  occutcd 
of  (loociM  (roA  Moafcanka  koakt.  bou- 
ti^uos  tiM  art  gaOtrtc*  —  Om  ekart** 
ihM  orglnaBy  haded  d»fl)  k)  Mean. 

What  rodoral  oad  cMy  tavcsUtaton 
do  kaow.  tfwy  say.  Is  dwt  Mt.  SAmMt 
aad  hor  I ornrr  •Mtttr.  Laoooid  tula- 
tartf.  ««ra  BMsior  loctcn  and  kwoMi- 
parmbtchayenenatorsefoitDuryaad  ■ 
miDury  kM*ni(cnc«  efnccn. 

For  oil  MMatfk*  In  IMl  and  IM:.  the 
coupio,  drctsod  la  Brioni  tuiu  and  taUt 
run.gM*4ab0iii  midtevn  Manhoiun 
in  ctko«niMM«d  ttmoMSines  and  »alk«d 
off  «i(X  nOMW  lo  SI  aimen  (rem 
books.  Ier«%a  CJich<nt«  rirmt,  ttwtltn 
and  uduiivo  shop*,  the  auttwrUies 
said.  Ihiiiag  one  wcektont  stwppmt 
sproc  Ihcy  struck  for  S3M.OO0  m  cash, 
forclffi  currency,  jewelry  and  ckxhinf. 
according  to  a  Feileral  indict menL 

"She  W»i  Top  of  the  Un»' 

Their  fi vonte  ruse,  investigitor j  «% 
w»}  counierftuinR  cenif.ed  checks  trie 
■fti  Jitc  :wo  bogus  J. 0.000  c.Keclis  lo 
obiiin  inoriginjl  Claude  Pissarrooi; 

?i-::rgini  i  sable  coa: 

"7>)e:r  tec.hn.ques  for  coc.-ie:''?;: „-.; 
Ooc-menii  ir.c  .r-.pf'rsoriiirg  -,J,u.-' 
personnel  ic  gei  ihe  checks  passed  *er't 

_yie  besuhai  a  lot  of  ut  have  ever  seen." 
Mid  Kenneth  R  Connaughion.  a  De-  TJ 
fense  Department  investigaior 

_     Heidi  Neuhoff.  iheowne.-olir  a.-, 
gallery  at  »»8  Madison  Avenue  at  "l". 
Sireei,  recalled  how  Ms  Schmidt  c»M) 
handed  her  a  J70,000  check  m  Februarv 

lM2tor  Pissarros'MaiScr  i  Ar 
ronches  ■■ 

"They  were  both  exquisi'.ely  dressed 
with  the  finest  jewelry,  and  as  imooih. 
as  could  be."  Ms  Neuho/f  said  recenUy 
'"'It's  ihe  only  Ume  I've  ever  goiter.  4 
Cenified  check  that  bounced  ' 

The  authorities  say  thai  Ms  Schmidt 
»a5  the  mastermind  of  mosi  of  the  con 
fKJence  schemes.  "She  was  lop  of  the 
line."  said  Lieut  Richard  J  Molloy  the 

head  0/ the  Police  Depart  menij  Soecia 
Frauds  S^uod 

■**  Ms.  Schmidt,  in  a  icarful  plea  last 
•^•|^^J*<sh«  had  be«>  fram^J  by  cor 
yf*pn*m.\in>n  and  mvetiigjiorj and 
by  Mr  SMlncard.  wtiom  she  said  the 

■Mir  ■  Iaa^b^ 


I  •Oman 


Ftderal  Jail  m  tower  Manhaiun,  d«- 
eUnod  10  bo  murviawed. 

Uw-«iforc«in*M  o(ncUUsay  ihai 
*y*a  dtoy  w«r*  vJetlmlsod.  1>ey  M»d 
iltat  Mr.  fc*to«ard.  whH*  earrymt 
out  rrauda.  dup«l  «M  Foderal  Bureau 
of  lavastloaiion  into  b«lievia»  he  was 
workM  for  ihcm  u  aa  toformcr. 

■TSlM baOad  Ms.  $eh«**M<  of. 
M»fi  Istoad  wWi  a  fakt  $JM»  eof- 
ulM  dMCk  •»*•  she  was  arresud 
oa«tr  a  Wforaai  aamo. 

mJTmN.  Ms  MM  wu  ItaDdcdwMh 
eooU^  Oiat  fakt  esrtUM  dMCks 
•WviMi  pasMd  at  mMwwn  baata  : 
tad  Mwanvo  aioros.  te  aach  k»-i 

M\m»m  wed  *am  10  yay  lar 

*TS&ssit'S«tair[ 

JfJtSS^tffXS^ 

and  Md  Street  Mortan  iMcraaiienal 
was  traced  M  a  OMil  dr^  and  an- 
swcrtag  service  at  the  FWth  Avenue 
buiMutg 

t  Different  Federal  Names 

A  woman  who  identified  herself  as 
Monica  Morgan  was  arrested  on  Jan 
10.  1992.  when  she  picked  up  a  pack- 
age for  Morgan  International  Detec 
lives  said  she  had  nine  Federal  identi 
ftcation     Ciffls     bearing     different 
grnesTwHth  her  pKototrapft  on  each 
WlJj£i»_ T\\t  cards  identified  her  as  a 
member  of  United  Sutes  Army  Inte 
ligence.  Defense  Depanmeni  Iniell 
gence  and  the  State  Department,  anc 
as  the  wife  of  an  Armv  colonel. 

The  deiectives  also  found  false  doc 
umenis  that  Monica  Morgan  had  a 
S700.0O0  line  of  credit  at  Amencj- 
and  Swiis  banks  Lieutenant  Mo!.:- 
said  the  woman  Is  believed  to  have 
used  laser  orinters  and  embossir; 


i</i«f.«.!j.Mrr>i,T«f7TCni 


infl  ihf  irnini-'  '**'-^' 

„  week  after  Monica  Morgan  s  ar 
rest,  a  Uv>yer  retained  by  Mr  Ste:.-- 
jard  posted  her  bail  with  the  forged 
ceniflcd  check  that  Mr.  Sleingard 
had  provided.  Ihe  authorities  said 
Escaping  Frem  Napoleon 

And  after  her  release,  she  and  Mr 
Sicingard  defrauded  10  banks  and 
mercMnu  of  S3M.M0  in  cash,  foreign 
currency,  tftttry-  »"  objects,  furs 
and  ctethwg  dunng  the  week  of  Ttb 
7.  ItOl.  the  Federal  mdictmeni  says 


»»  «aa  as  b<a  Ideas.-  she  said,  refer 
rtjl  10  Mr.  Steta«ard  in  an  interview  m 

«*  Mot  ropoluan  Correctional  Ceaier  on 
Friday 
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NEW  YORIC  TIMES   COUT'd 


On  Feb.  IS,  1M2,  Mi.  S<^n)idt  w«s 
tlMppu^  with  Mr.  S(cifl(»rd  for  • 
17 JM  MM  u  Napoltoa,  t  in«fl't  txort 
In  Tniflip  To««r  s(  PUih  Ay«nu«  tni 
S70»  Sirtti.  wDta  •  tun  security 
efncer  r«cocfUzt4  hsr  fratn  a  wMced 
po*t«r  of  On  confMenc*  woman  and 
deuiAed  bar.  Mr.  Stali^ard.  tfi«  po- 
bca  aay.  aacapad  by  bi|ackinc  a  taxi 
at  KimpoiM  on  FUih  Arcmi*. 


^•darali 


I  arrested  Mr.  Stem- 


lacaMK 
sard  acverafdayx  later  when  he  tried 
to  tan  Ow  Pttsarro  palntlna  to  an 
undaroevtr  FMX  acent.  He  waa 
caught  in  a  white  stretch  Uncola  thai 
was  bete  chauffeured  by  a  moon- 
Ufhtiiig  New  Jersey  suie  trooper.    . 

Federal  offtctab  said  Mr.  Stetn- 
gard  had  worked  as  an  F.B.I.  Inform- 
er stnca  im,  wtMM  ha  was  arrested 
enehartcsertryinglosenS4l  mtllloa 
In  counterfeit  cashier's  checks.  But 
those  charges  were  not  prosecuted 
because  the  authorities  thought  he 
was  cooperating  and  were  unaware 
of  his  latest  string  of  frauds. 


F^r.T'fi.?^'^'*^  •"  March  J  in 
^^L°^S^  *^"  *  ManhatUB 
«  charges  of  attempted  escape  and 
»o»»cttat»n  I.  commit  m^r  ${2 
«^  "*  to  «  yaars  impnsonmeni 
•man  she  is  sentenced  on  luM  ig 
Uid  Robin  Abrams.  the  Federal  pros 
S?^**  •"*  pleaded  not  guilty  ic 
ft*  Federal  fraud  and  unperJonaiK,; 
charges  ar.d  state  grand  Urccny 
charges  and  is  awaKing  iruls. 

Mr.  Sieingard  pleaded  guihy  to  all 
the  Federal  charges  and  could  be 
sacntcnced  to  a  maximum  of  10  years 
at  a  heariiu  on  March  n. 

"Mmt  or  the  stuff  they  got  away 
wMh  Is  stiD  out  there,  and  wt  don'i 
have  a  chie  to  where  it  is  or  knew  who 
she  reany  is,"  Mr.  Connaughton  said. 

At  the  Correctional  Canter,  Ms. 
Schmidt  chafed  at  the  descriptions  of 
hrr  being  s  mysterious  confidence 
artist  and  having  hidden  caches  of 
stolen  money  and  jewelry.  "I'm  a 
refugee  lady,  and  I  would  not  be  m 
this  trouble  if  I  could  adord  good 
lawyers,"  she  said 


Spy  io  Bulgaria,  She  Says 

Mr  Siemgard  and  Ms  Schmidi 
were  indicted  on  Federal  charges  o( 
fraud  and  impersonaiing  Federal  em- 
ployees, and  .Ms  Schmidi  was  indict- 
ed on  siaie  charges  of  grand  larceny. 

Mr.  Steingard,  M,  grew  up  ir,  the 
i  Brt>nx  and  once  listed  his  occupation 
as  a  musician.  He  is  divorced  and  the 
father  of  ftt  children.  Court  records 
show  that  he  was  convicted  in  the 
early  IJM's  on  stale  charges  of  fraud 
and  served  five  years. 

Investigators  say  Ms.  Schmidis 
background  is  murky.  She  claims  she 
was  bom  in  Bulgaria  and  is  40  years 
old,  but  It  is  unclear  from  Federal 
records  when  she  entered  the  United 
Sutes  and  from  which  country. 

Ms.  Schmidt  said  in  Lhe  interview 
thai  the  confusion  about  her  names 
!  Stemmed  from  her  six  marriages. 
Her  past  was  further  clouded,  she 
bislsiad,  because  she  had  been  a  spy 
in  Bulgaria  for  the  United  States.  She 
declined  le  gWt  (he  (uS  name*  and 
addfvasas  oThar  fonner  busbands  or 
detaflt  of  her  prcvioia  arrests. 

-  *??  if  ""■*  twraat.  to  Trump 
Towm.  «ia  oMliorttiM  said  die  oif- 

Mf.  SMiaaygdion  aB4  anottwr  De- 
(MM  OtpaniMM  tovetiigator  when 
uwy  Met  her  i«  a  eeurt  hearing  in 
Manhattan. 


174 


ATTACHMENT  VI 


COST  FACTORS  IN  PROVIDING  BASIC  BANK  ACCOUNTS 

START-UP  COSTS  (Product  Specific) 

design  cost 

Isgsl  fsss  to  snsurs  coapliancs 
•oftvars  dssign  snd  installation 
coi^ptttar  capacity 

coaMonication  links  for  diract  daposit 
advartislng  (brochuras,  print  and  alactronic  aadia) 
printing  (cbacks,  application  foras,  ate.) 
aaployaa  training  on  availability  and  faaturas  of  account 
dasign  and  printing  of  educational  inserts  in  aonthly  stateaent 
mailings 

OPERATIMG  COSTS  (Product  Spacific) 

aalarias  (tallara.  nev  account  officers,  etc.) 

xm  transactions 

coaputar  tisa  to  record  transactions  and  deteraine  balances 

praparation  of  atataaents 

mailing  of  statements 

other  costs  of  account  maintenance  (reserves,  processing,  check 

collection) 
losses  froB  uncollectible  chec)cs ,  overdrafts  and  fraud 

ZZaZHkL   OVIjyiEA:  costs   Ccst  of  Dc:nc  Business 

officer  salaries 

employee  salaries 

frirkge  benefits 

furniture  and  equipment  purchase  and  ma  .r.ter.ance 

occupancy'  (office  space  and  utilities 

computers  and  software  purchase  ar.d  aa . -ter.a-re 

telephones,  communications 

printing,  stationary  and  supplies 

postage,  freight  and  delivery 

publicity  and  advertising 

legal  fees 

FDIC   insurance 

other   insurance 

external   audits 

reserves   against    losses 

required   reserves 

security 
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